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INTRODUCTION 
This thesis is a study of the long-term loan 
financing problem which has confronted numerous small busi-
ness firms since the conclusion of World War II. The thesis 
will also examine some of the attempts which have been made 
to overcome partially the problem with special attention 
directed toward the activities of the Development Credit 
Corporations in New England. 
The Problem 
Within the past decade much attention has been 
focused on the financial difficulties of small business 
enterprises. Concern over the economic condition of small 
business has reached even the White House itself, for on 
May 31, 1956, President Eisenhower created a Cabinet Com-
mittee on Small Business to investigate the economic 
problems of small business. Surveys by public and private 
groups have shown that long-term credit or capital has been 
the most difficult type of financing for small business to 
obtain. 
In July, 1956, Mr. Wendell B. Barnes, Adminis-
trator of the Small Business Administration and a member of 
the Cabinet Committee on Small Business stated: 
11 0ne of the fundamental problems of small 
business concerns is difficulty in obtaining, 
on reasonable terms, medium and long -term 
financing to purchase equipment and 
9 
materials~ to expand and modernize opera-
tions, or for working capital."* 
A study conducted by the Office of Business Eco-
nomics of the U. S. Department of Commerce reached the con-
elusion that: 
"Despite the growing importance of term 
borrowing in the postwar period~ the avail-
ability of long-term funds still consti-
tutes one of the major problems in small 
business financing . It appears that a 
considerable unmet demand for long-term 
borrowed capital exists among small busi-
ness firms."** 
In 1949, the legislature of the State of Maine 
created an organization known as the Development Credit 
Corporation of Maine, "to furnish for approved and deserving 
applicants ready and required money for the carrying on and 
development of every kind of business or industrial under-
taking .... 11 *** Four years later, each New England state 
had organized a development credit corporation to lend 
financial assistance to small business firms within the re-
spective states. Knowledge of the activities of the devel-
opment credit corporations spread rapidly. A study of' small 
*58, P. iii 
**68, P. 20 
***71~ P. 383-1 
10 
business financing problems conducted by the National Asso-
c i ation of Manufacturers in 1955 reported: 
"In the course of this study it was ob-
served that considerable emphasis was be-
ing given to the Credit Development Corpo-
rations which had been founded in the New 
England States during the past five years 
..... These institutions obtain their funds 
privately and largely from other financial 
institutions. They are organized primarily 
to assist concerns that are not in a finan-
cial position to borrow from banks. They 
may under proper conditions provide funds 
to help existing businesses, to help es-
tablish new businesses, or to attract other 
businesses to their respective states. 
Despite their limited financial resources, 
they offer considerable promise for finan-
cial help in the future for a large number 
of small or medium-sized firms. 11 * 
One fundamental problem which will be encountered 
is that of defining small business and determining a divid-
ing line between small business and 11 big 11 business. No 
s pecif ic restriction is outl i ned in the charters of the de-
velopment credit corporations that they will ex tend finan-
*5' p. 6 
11 
cial assistance only to small firms. In the past, various 
criteria have been used to differentiate small and large, 
such as: (1) the number of employees, (2) total assets, 
(3) volume of sales, (4) net worth, and (5) net profit, to 
mention only a few. Section 203 of the Small Business Act 
of 1953 offered a good general definition of a small busi-
ness fi rm. It stated: ''A small business concern shall be 
deemed to be one that is independently owned and operated 
and which is not dominant in its field of operation."* 
However, the Small Business Administration also uses the 
number of employees and the dollar volume of business of 
the firm in addition to the foregoing criteria. 
Prior to 1955, the Small Business Administration 
defined a manufacturer as small if it employed 100 or fewer 
employees, and as large if it employed more than 1,000 em-
ployees. Between 100 and 1,000 employees, a manufacturer 
was classified as either small or large depending on its 
industr y and emplo~~ent size standards in the industry. 
In 1955, t he Small Business Admini stration changed its 
definit ion of a small manufacturer to one having 250 or 
fewer employees. 
I n contrast , the Department of Commerce classi-
fies a ll manufacturers as small if they have fewer than 
100 employees. 
This same type of problem of classification con-
*61, P. 94 
12 
tinually arises in attempting to define a small retailer, 
a large wholesaler, a large service trade firm, etc.; 
therefore, the definition of a small business firm must 
necessarily remain general in this thesis. 
After World Vlar II, the number of business firms 
in this country increased rapidly until about 1950 when the 
rate of increase slowed. At the start of 1957, the nation's 
total business population had reached an all-time high of 
4,301,000.* There had been a net increase of 53,800 busi-
ness concerns in 1956 compared with an increase of 58,500 
firms in 1955.** It has been estimated that almost ninety-
five per cent of these firms would fall within a general 
definition of a small business concern. The manufacturing 
industry accounted for about 307,000 members of the busi-
ness population, and approximately nine per cent of these 
manufacturers are located in the New England area. 
It is the small manufacturing firm that has re-
ceived the most attention from the development credit corpo-
rations in New England. 
The Method 
Chapter I will attempt to point up the financing 
problems encountered by small business firms by examining 
the results of three major surveys completed 1rVi thin the 
past eight years. Each of these studies was conducted to 
determine if a genuine problem does exist in small business 
*67, P. 11 
**ibid.' p. 11 
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financing. The first of these studies was conducted by the 
Office of Business Economics of the U. S. Department of 
Commerce in the twelve-month period from June, 1949, to 
June~ 1950. The other two surveys were conducted by the 
National Association of rl(anufacturers in 1950 and 1955. 
Chapters II and III will be devoted to an examina-
tion of some of the reasons this small business financing 
problem has become discernable in the past feV·l years. 
Chapter II \-Jill point out such government policies as tax-
ation, 11 tight money", etc., that may have accentuated the 
problem, and will also show the dependence of small business 
firms on retained earnings as a primary source of financing 
expansion. Chapter III will examine the financial position 
of small business in the national economy, and some peculi-
arities of the New Eng land economy which have been detri-
mental to the growth of small business. 
Chapter IV will point out the two major attempts 
by the Federal Government to ease the financing problems of 
small business, the Reconstruction Finance Corporation prior 
to 1953, and, more important, the present Small Business Ad-
ministration. 
Chapter V will examine some attempts by private 
financing organizations to help overcome the problem. 
The remaining three Chapters will be devoted to 
a fairly extensive study of the organization and operations 
of the development credit corporations in New Eng land in 
14 
their attempts to ease the financing problems of small busi-
ness firms in the New England area. 
CHAPTER I 
THE SMALL BUSINESS FINANCING PROBLEM 
U. S. Department of Commerce, Office of' Business 
Economics Survey 
15 
The Office of Business Economics of the U. S. De-
partment of Commerce conducted the first major post-war 
study of' the financing problems encountered by smal l busi-
ness firms. 
This study was conducted in the period from 
July 1, 1949, to June 30, 1950, and was confined to 200 
established small business concerns. One-half of the firms 
surveyed vJere retail establishments and the remaining 100 
firms 11ere small manufacturers, the larges·t having 261 em-
ployees. It had originally been planned that the survey 
would be much larger in scope, but the Korean War inter-
f ered with these plans.* 
Although thi s thesis is primarily concerned with 
the problem of long-term loan funds, it is interesting to 
note the principal findings of the survey wi t h regard to 
e quity funds for small business firms. 
As reported in the Survey of Current Business, 
there was an "almost total lack of indication that existing 
small firms were looking for outside e quity capital 11 ** at 
the time of the study. The study revealed that the bulk 
*68, P . 17 
**68, P. 18 
16 
of e quity funds used and demanded by small bu..§.iness is ob-
tained from two major sources: (1) the original equity 
investment of the owners, and (2) the retained earnings of 
the firm.* 
Apparently there are two major aspects of the 
equity capital question as it pertains to small business 
which explain why there was this lack of demand for equity 
funds. First, most small firms feel they are shut out from 
the organized equity capital market due to the generally 
localized nature of the business and the high cost of rais-
ing small amounts of equity funds, and, second, most small 
business ovmers appear reluctant to make use of equity funds, 
even if available, due to their fear of diluting earnings 
or control, or both. 
However, the survey was primarily concerned with 
the loan capital financing problems confronting small busi-
ness firms. The study revealed that 11 the bulk of the demand 
for outside funds by small businessmen was in the form of 
loan capital. 11 ** It v~as noted that term loan financing 
had become increasingly important in the postwar period, 
and, as noted in Table I, 24 per cent of the small business 
loans made in this period had a maturity date of more than 
one year, and these loans constituted 26 per cent of the 
*68, P. 18 
**68, P. 20 
TABLE I 
PERCENTAGE DISTRIBUTION OF NUMBER AND AGGREGATE 
AMOUNT OF SMALL BUSINESS LOANS BY MATURITY OF 
LOANS, JULY 1, 1949 - JUNE 30, 1950 (PER CENT) 
17 
Aggregate 
Maturit~ No. of Loans Amount 
90 Days or Less 54 45 
91 Days, But Less Than One Year 22 29 
One Year or More 24 26 
Total 100 100 
Source: Survey of Current Business, November, 1951, P. 21 
18 
total dollar volume of small business Loans. Even so, as 
mentioned in the introductory section, information revealed 
suggested that "the availability of long-term funds still 
constitutes one of the major problems in small business 
financing. 11 * 
It is interesting to note, however, that 85 per 
cent of the manufacturers questioned were satisfied with 
the volume of funds available to them, and only 15 per cent 
were unable to obtain all the funds they considered neces-
sary for the most efficient operatio,n or expansion of their 
business.** In any type of industry whether it be farming, 
retailing, manufacturing, etc., there will likely be a number 
of marginal operators. The above 15 per cent figure may 
merely indicate the percentage of marginal operations in the 
manufacturing industry. It may be questioned 1'-lhether this 
relatively low percentage of small business firms unable to 
obtain adequate long-term financing does constitute "a con-
siderable unmet demand for long-term borrowed capital"*** as 
stated in the Survey of Current Business. I believe that 
this question is adequately answered by a single sentence 
which is found in the Monthly Review of the Federal Reserve 
Bank of Boston in an article dealing with the unsatisfied 
need for long-term credit by small business concerns. This 
sentence states: "The unfilled need exists in only a 
*68, P. 20 
**ibid., p. 19 
***ibid., P. 20 
19 
minority of businesses, but these cases are fre quent enough 
to make the problem important·. 11 * 
The U. S. Department of Commerce survey revealed 
that the only sizable group of unsatisfied borrowers were 
the small manufacturing firms who had obtained some funds, 
but felt that they could have used larger amounts. A most 
unusual fact regarding this finding is that the average 
size of the additional amounts sought, but not obtained, 
was actually larger than the average of the amounts actual-
ly received.** This probably reflects (1) an unsatisfied 
desire to obtain longer term financing of major capital ex -
pansion programs vJhich were considered necessary or desir-
able by the firms, and (2) the predominance of corporate 
manuf acturers wishing to borrow more than received since 
t hese manufacturers typically borrowed larger sums than 
the non-corporate manufacturers or the retailers.*** 
The National Association of i"lanufacturers Survey - 1950 
During 1950, the National Association of Manu-
fac t urers conducted a comprehensive survey of its members 
for t wo specific purposes: (1) to determine the current 
financial needs of its members at the time of the survey, 
and ( 2) to determine the unmet f inancj_al needs during the 
peri od from 1939 through 1949. All members of the National 
Association of r.~anufacturers were questioned with the ex -
*33, P. 1 
**68, P. 19 
***ibi d., p. 19 
ception of the very largest members, and 3,234 replies 
were tabulated. Emphasis was placed on the number of 
20 
employees as a measure of size, and, as can be seen from 
Table II, almost one-half of the number of respondents to 
the questionnaire had 100 or fewer employees and over 85 
per cent had fe\'Jer than 500 employees.* From this it can 
be seen that the survey was primarily directed toward the 
financing problems of small and medium-sized manufacturers. 
Only 225 of the firms, or about 7 per cent, failed 
to obtain needed funds in the period from 1939-1949. It 
appears that the smaller firms encountered more difficulty 
in obtaining funds than the larger. For example, 9 per cent 
or 80 out of 877 firms wi th 50 or fewer employees failed to 
obtain needed funds, while this percentage decreased to only 
4 per cent or 32 out of 880 firms with more than 250 em-
ployees.** The margin of error in these figures is within 
± 2 per cent, so the percentage differences noted above are 
probably -statistically significant. 
At the time of the survey, these percentages had 
increased quite noticeably. Of the 3,221 indicating em-
ployment size, 395 or 12 per cent ·were in need of bu t un-
able to obtain f unds . The percentage increases for the 
vari ous employment size categories sho·w ed comparable in-
creases. Again the smaller firms were encountering the 
*4, PP. 7 - 8 
** i b i d., PP. 7-12 
TABLE II 
CLASSIFICATION OF RESPONDENTS BY NUMBER OF EM-
PLOYEES TO THE N.A.M. SMALL BUSINESS FINANCING 
SURVEY OF 1950 
No. of % of Cumulative % from 
No. of Emplo~ees Cases Total Lowest Class 
10 and Under 107 3.3 3.3 
11 - 25 257 8.0 11.3 
26 - 50 513 15.9 27.2 
51 - 75 334 10.4 37.6 
76 - 100 332 10.3 47.9 
101 - 250 798 24.7 72.6 
251 - 500 419 13.0 85.6 
Over 500 461 14.4 100.0 
Total 3,221* 100.0 
21 
*Excludes 13 cases which either did not report employ-
-ment or reported that employment "varies 11 • 
Source: Financing Small Business, National Association of 
Manufacturers, 1950. P. 8 
- l 
22 
most difficulty with 14 per cent, or 126 of the 877 firms 
with 50 or fewer employees unable to obtain needed funds. 
By comparison, only 8 per cent or 72 of 880 firms vli th more 
than 250 employees were unable to obtain needed funds at 
the time of the survey.* 
Term loans were the most popular type of funds 
preferred, being specified by 39 per cent of the firms. 
Short-term commercial loans were preferred by 27.3 per 
cent of the firms; bonds and mortgages by 20.4 per cent, 
and stock sales were preferred by 12.4 per cent.** How-
ever, as can be seen from Chart 1, the smaller firms pre-
ferred term loans to a much greater degree than larger 
firms, while the larger firms preferred equity capital and 
commercial loans in preference to term loans. 
Amounts of funds desired were generally not large 
with hJO-thirds of the firms needing less than $150,000. 
Chart 2 outlines the amount of financing desired by the 
firms in need of funds. These funds were desired for the 
following purposes: (1) working capital - 47 per cent, 
(2) plant and equipment modernization, and replacement of 
fixed assets - 45 per cent, and (3) refinancing - 8 per 
cent. 
National Association of Manufacturers Survey - 1955 
Early in 1955, the National Association of Manu-
*4, PP. 9-18 
*~ibid., PP. 18-21 
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CHART 1 
TYPE OF FINANCING PREFERRED BY SIZE OF BUSINESS 
N.A.M. SURVEY OF 1950 
Percent 
of' 
Types 
of' 
Funds 
Desi r ed 
Source: 
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Financing Small Business, National Association 
of' Manuf'acturers, New York, 1950 . P . 19 
CHART 2 
AMOUNT OF FINANCING REQUIRED BY RESPONDENTS 
IN NEED OF FUNDS, N.A.M. SURVEY, 1950 
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Source: Financing Small Business, National Association 
ot Manufacturers , New York, 1950. P. 23 
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facturers conducted a survey of its members to determine 
if any significant changes had occurred in the small busi-
ness financing picture since the 1950 survey. This survey 
was similar to the 1950 survey with a questionnaire being 
sent to approximately 18,000 members, and 3,500 replies be-
ing received. The 1955 survey ·was designed not only to 
determine the need for funds by small business firms at the 
time of the survey, but to determine the unmet needs be-
tween 1950 and 1954. 
Two significant results were observed in the 
small business financing problem during the period from 
1950 to 1954 . First, there had been a considerable in-
crease in the number of firms failing to obtain needed 
financing , v>Jith slightly over 20 per cent of the firms re-
plying , stating they had been unable to obtain all or part 
of their needs during this period; second, firms in all em-
ployment size categories appeared to be having an equally 
difficult time in obtaining needed funds except that the 
larger firms with over 250 employees appeared to be having 
a slightly more difficult time than the smaller firms.* 
This was an apparent reversal of the results of the earlier 
survey. 
At the time of the 1955 survey, approximately 14 
per cent of the firms replying stated that they were in need 
of funds. As in the 1950 survey the smaller firms with 50 
*5, PP . 7-12 
26 
or fewer employees appeared in greater need with 16 per cent 
of this group stating they were unable to obtain needed 
funds, while those with over 250 employees were in the least 
need. Chart 3 graphically shows the similarity of need in 
1950 and 1955 by all sized groups, with each group showing 
some increased need in the 1955 survey. Comparison of these 
figures with those obtained by the Office of Business Eco-
nomics in its 1949-1950 survey would apparently indicate that 
the percentage of marginal firms in the manufacturing indus-
try is steadily increasing. 
The 1955 survey showed that the preference for 
term loans had increased to 53.5 per cent of those desiring 
additional funds, while there was a significant decrease in 
the desire for equity funds .* 
As in the 1950 survey, funds for working capital 
(43%) and plant and e quipment expansion and modernization 
(39%) were by far the most desired.** 
*5, P. 13 
**ibid., P. 14 
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CHART 3 
I 
RESPONDENTS IN NEED OF ADD I TIONAL FUNDS BY SIZE 
OF BUSINESS, N.A.M. SURVEYS OF 1950 AND 1955 
Number 
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Sources: Financing Small Business, National Association of 
Manufacturers, New York, 1950, P . 15 
Financing Small Business , National Association of 
Manufacturers, New York, 1955 , P. 10 
Taxes 
CHAPTER II 
GOVERNMENT POLICIES WHICH MAY HAVE 
ACCENTUATED THE PROBLEM 
28 
As was pointed out in the previous chapter, re-
cent studies have shown an unsatisfied need for long -term 
loan and equity capital by approximately 15 per cent of 
the small business population, and although this percentage 
is not high, it appears to have shown a steady upward 
trend. Many factors have contributed to this shortage of 
medium and long -term funds, but the effects of taxes have 
been most severe. 
Within the past 25 years there has been an enor-
mous increase in the burden of federal taxation on small 
business firms. These tax burdens have been one major ob-
struction to survival and growth of small business firms, 
and in many cases have prevented them from plowing back 
earnings into the growth of the firm. 
The present federal income tax rate takes 30 per 
cent of a corporation's profits up to $25,000, and 52 per 
cent of all earnings above that amount. These rates become 
important when it is considered that 47 per cent of all 
corporations have a net annual income, before taxes, of 
less than $5,000 and only 2 per cent of all corporations 
earn more than $375,000 annually.* 
*56, P. 7 
29 
The death of the excess profits tax in 1953~ under 
which a new business became subject to an 82 per cent levy 
on every additional dollar of income after passing the 
$25,000 mark was of considerable help to the business popu-
lation. 
However~ the effect of the present tax rate on 
internal financing of gro·w th is well illustrated by the 
following example: 
11 Today the internal financing of growth is 
a slm-.J process. The cumulative effect of 
successive 52 per cent corporate income-
tax bites year after year has seriously 
reduced internal growing power. Consider 
two firms, each with $100~000 of initial 
capital and a capacity for earning a 100 
per cent return on its capital annually. 
Prior to 1913 when corporation taxes vJere 
first levied, a company beg inning with 
$100,000 could accumulate $1,600,000 in 
capital and surplus in four years. At 
today 1 s tax rates it would accumulate only 
$524,000 in four years. 11 * 
It has also been recognized that corporation in-
come taxes~ in ~ddition to being an ef f ective barrier to 
small business growth, have given impetus to the concentra-
*28, P. 120 
30 
tion of economic power in the hands of the larger corpora-
tions which have available to them not only a big percent-
a ge of their heavy profits, but also sources of capital 
other than retained earnings. Professors Butters and 
Lintner have commented that: 
"The high r ates of corporate income tax 
during recent years appear to have been 
by far t he most important feature of the 
tax structure tending to increase the level 
of concentration. To the extent that this 
tax has not been shifted, it has restricted 
the growth of successful small companies 
much more severely than that of larger con-
cerns. This conclusion applies to the ef-
fects of the tax on the availability of out-
side capital as well as on internally 
financed growth, although the latter is of 
greater importance. This restrictive effect 
of the tax has been especially marlced with 
respect to the growth and growth potential 
of the more vigorous and promising concerns 
with the best chance of effectively challeng -
ing the established positions ·of their 
dominant competitors."* 
Many proposals have been put forth in recent years 
*2, PP. 274-275 
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to ease the income tax and other tax burdens on small busi-
ness. For example, the Senate Select Committee on Small 
Business conducted a study during the 82nd and 83rd Con-
gresses and recommended five specific means to ease the 
tax burden on small business: 
(1) To end the excess profits tax . 
(2) To establ i sh more reasonable policies 
on depreciation . 
(3) To establish more easily understood 
criteria dealing with unreasonable 
accumulation of corporate profits. 
(4) To lessen the impact of death levies 
on small, privately-held firms. 
(5) To increase the exemption f rom the sur-
tax rate on corporate income from the 
present $25,000 to $50,000 or $100,000.* 
Subsequent legislative or administrative action 
has permitted some progress on these recommendations, and 
the excess profits tax has been ended. However, the surtax 
rate still remains at $25,000. 
On August 7, 1956, the Cabinet Committee on Small 
Business presented 14 proposals to President Eisenhower to 
help formulate "a constructive program, both legislative 
and administrative, for expanding the opportunities of small 
business to prosper and grow."** The Cabinet Committee 
*56 , P. 35 
*~54, P. 1 
recognized the tax burden on small business and stated: 
11 In the past quarter century an enormous in-
crease has occurred in the burden of federal 
taxation. The impact of this development 
has been especially severe on small business. 
Such concerns have little or no access to 
public markets for capital. If they are to 
grow, they must have the wherewithal to ex-
pand plant, equipment, and markets . But the 
burden of taxes nowadays sharply reduces the 
ability of small enterprises to plough 
profits back into their businesses."* 
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The Cabinet Committee made four specific recommen-
dations to improve the tax picture for small firms: 
11 1 . That the taxes imposed on business 
corporations be modified by reducing the 
tax rate from 30 per cent to 20 per cent 
on incomes up to $25,000.tt** 
The Cabinet Committee felt that the benefits from 
such a tax reduction would be concentrated progressively on 
the corporations with the smallest net incomes, and would 
help them to retain earnings to finance expansion or give 
them some advantage in pricing . 
11 2 . That businesses be given the right to 
utilize, f or purchases of used property 
*54, PP. 1-2 
*-~_E-ibid., P. 4 
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not exceedi ng $50,000 in any one year, the 
formulas of accelerated depreciation that 
were made available to purchasers of nevJ 
property by the Internal Revenue Code of 
1954. 11 * 
The Committee felt that this measure would benef it 
small and ne~'i businesses v.Jhether or not incorporated. The 
members felt that most small businesses begin operations by 
buy ing an old building , used machinery, or used display 
e qui pment, due to their limited capital. Emergency amortiza-
tion provi sions of the 1950 Revenue Act allowed corporations 
to V·lrite of f 3 over a five-year period, · roughly three-f ifths 
of the costs of new plant and e quipment certified as neces-
sary for defense purposes. The 1954 revenue lavJs were re-
vised to make possible on a permanent basis more rapid de-
preciation than had been previously allowed, but not nearly 
so rapid as under the five-year program. However, these pro-
visions applied only to new plant and equipment. 
"3. That corporations with, say, ten or 
fewer stockholders be given the option 
of being taxe d as if they were partner-
ships."** 
Already certain partnerships are offered the option of being 
taxed as corporations. This pr oposal would particularly 
benefit small firms having stockholders with modest incomes. 
*54, P. 4 
**ibid . , p . 5 
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''4. That the taxpayer be given the option of 
paying the estate tax over a period of up to 
ten years in cases where the estate consists 
largely of investments in closely-held busi-
ness concerns. 11 * 
The present method of payment of heavy estate 
taxes in small firms leads many to dissolution or at least 
the disruption of the management. This proposal would&low 
installment payments over a period of ten years whenever an 
estate consisted largely of investments in closely-held 
business concerns. 
On the surf ace, these appear to be sound proposals. 
However, the Cabinet Committee estimated revenue loss to the 
Federal Government from these changes in corporate taxation 
would be about ~600 million in the first year, $740 million 
in the second year, and somewhat reduced figures in later 
years.** The ma j or portion of this loss of revenue would 
result from Proposal 1, which lowers the normal tax rate. 
In a statement to the Senate Select Committee on 
Small Business, Professor Friedland, discussing proposed 
changes in corporation taxation, said: 
"If the aim of these changes is to en-
courage small business, the change should 
meet the f ollowing general criteria. 
First, s i nce expenditure re quirements are 
*54, P. 5 
**ibid., P. 11 
to remain unchanged presumably, there 
should be no reduction in tax revenue flow 
to the Treasury. Second, within the 
narrow framework of corporate taxation, 
it would be unwise to shift tax burdens 
f rom the corporate universe to other sec-
tors of the economy. Third, if the aim 
is to help small business, we should be 
suspicious of suggestions which also help 
larger enterprises. On the basis of these 
criteria, the only acceptable type of bill 
would be one which introduces progressivity 
into the tax structure without reducing the 
flow of tax revenues. "* 
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It is of interest to note three proposed revisions 
in the corporate tax laws which were introduced to the Senate 
in the 85th Congress. 
Senator Fulbright introduced a bill (S.3128) which 
would reverse the normal and surtax rates, so that the normal 
tax rate on corporate income would become 22 per cent (now 
30 per cent), and the surtax rate would become 30 per cent 
(now 22 per cent). Although this bill would benefit all 
sizes of business, it would result in a revenue loss of over 
$300 million.** Table I compares this proposal with the 
*99, PP. 1-2 
**57, PP. 36-37 
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TABLE I 
COMPARISON OF PRESENT CORPORATION INCOME TAX LA\<JS 
WITH CHANGES PROPOSED BY FULBRIGHT BILL (S.3128) 
Present tax Proposed tax 
liabili ty liability 
Income Subject (Normal Rate (Normal Rate Change 
to Normal Tax 30%, Surtax 22%, Surtax 
and Surtax Rate 22~ Rate 30~6 Amount Percent 
$ 5,000 $ 1,500 $ 1,100 -$ 400 -26.7 
10,000 3,000 2,200 
-
800 ·=26 . 7 
25,000 7,500 5,500 - 2,000 -26.7 
100,000 46 ,500 44,500 - 2,000 
- 4.3 
1,000,000 514,500 512,500 - 2,000 .4 
. l 00, 000 ,_000 51,994,500 51,992,500 - 2,000 .004 
Note: Estimated revenue loss is between $300 million 
and $400 million 
Source: Seventh Annual Report of the Select Committee on 
Small Business, Washington, D. C. U. S. Govern-
ment Printing Office, February 1, 1957. P. 37 
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present corporate income tax laws. 
As an alternative, Senator Fulbright introduced a 
bill (S.3129) which would increase the surtax rate prescribed 
in S.3128 to 31 per cent. This would make the corporate in-
come tax structure mildly progressive and would not reduce 
the flow of tax revenues.* Table II compares this proposal 
with the present corporate income tax laws~ 
A third proposal introduced by Senator Sparkman 
(S.4138) would reduce the income taxes of all corporations 
earning less than $375,000 annual net income. This bill 
would substitute a graduated rate of taxes for the present 
normal and surtax rates. The new rates would range from 
5% up to 55% and would result in a slight revenue increase 
to the Treasury.** Table III outlines these proposed 
graduated rates in comparison with present laws. 
These few examples give some idea of the tax 
problems facing small business firms, thus restricting their 
retained earnings and their capacity for growth. Many, many 
ideas have been put forth to ease these tax burdens. 
It should also be mentioned that the progressive 
personal income tax has lessened the amounts individuals 
have available to invest as equity and loan capital in small 
business firms. Risk-taking has become less profitable for 
wealthy individuals.*** 
*57, P. 37 
*~ibid., PP. 37-38 
**~33, P. 1 
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TABLE II 
COMPARISON OF PRESENT CORPORATION INCOME TAX LAWS 
\HTH CHANGES PROPOSED BY FULBRIGHT BILL (S. 3129) 
Present t ax Proposed tax 
l iability liability 
Income subject ( Normal Rate (Normal Rate Chan~e 
to Normal Tax 30%, Surtax 22%, Surtax 
and Surtax Rate 22~ Rate 312b Amount Percent 
$ 5 , 000 $ 1 , 500 $ 1,100 -$ 400 -26 . 7 
10, 000 3,000 2,200 800 -26 . 7 
25, 000 7,500 5,500 2,000 -26.7 
100,000 46 , 500 45,250 1,250 - 2.7 
1,000,000 514,500 522,250 ... 7,750 ... 1 . 5 
100,000,000 51,994,500 52,992,250 ... 997,750 ole 1.9 
Note: Estimated Revenue increase is $20 million . 
Source: Seventh Annual Report of the Select Committee on 
Small Business, VJa shington, D. C. U. S. Govern-
ment Printing Office, February 1, 1957. P. 37 
'!'_ABLE III 
COMPARISON OF PRESENT CORPORATE INCOME TAX LAWS WITH 
CHANGES PROPOSED BY SPARKMAN BILL (S.4138) 
Effective Rate(%) 
I--ncome Subject Present Proposed Present Tax Proposed Tax Change 
To Tax Law Law Liabilitr_ Liability Amount 
-
$ 5,000 30.0 5.0 $ 1,500 $ 250 -$ 1,250 
10,000 30.0 7.5 3,000 750 - 2,250 
1.5,000 30.0 10.0 4,500 1,500 
-
3,000 
20,000 30.0 13.75 6,000 2,750 
-
3,250 
25,000 30.0 18.0 7,500 4,500 
-
3,000 
50,000 41.0 31.5 20,500 15,750 
-
4,750 
100,000 46.5 38.25 46,500 38,250 
-
8,250 
250,000 49.8 47.7 124,500 120,750 
-
3,750 
375,000 50.53 50.53 189,500 189,500 None 
500,000 50.9 51.65 254,500 258,250 + 3,750 
. ].,000,000 51.4 53.33 514,500 533,250 + 18,750 
5,000,000 51.9 54.68 2,594,500 2,733,250 + 138,750 
10,000,000 51.95 54.83 5,194,500 5,483,250 + 288,750 
Notes Estimated Revenue increase is $45 million. 
Source: Seventh Annual Report of the Select Committee on Small Business, 
Washington, D.C. u. s. Government Printing Office, February 1, 
1957, p. 38. 
Per Cent 
-83.3 
-75.0 
-66.6 
-54.2 
-40.0 
-23.2 
-17.7 
- 3.01 
None 
+ 1.22 
+ 3.6 
+ 5·3 
+ 5.6 
\.A) 
\.0 
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Changes to assist small business firms have also 
been proposed in the laws regarding tax loss carry-back and 
loss carry-forward. Prior to 1954 the loss carry-back 
period was one year. This one-year carry-back of losses 
was often insufficient for a company which experienced a 
loss year, and the Internal Revenue Code of 1954 increased 
the net loss carry-back from one year to two years.* How-
ever, the five-year period for carry-forward of losses was 
not modified. This provision of the tax law is designed to 
permit new businesses to offset their early losses against 
later profits, and extension of the present five-year terms 
of this provision to seven or even ten years would be of 
considerable assistance to many new, small firms which en-
counter early losses. By · extension of the loss carry-
forward term and by allowing losses to be written off by 
use of a formula similar to the rapid depreciation formula, 
increased investment could be expected and the working 
capital problem of many new, small firms might be eased. 
Securities and Exchange Laws 
Generally, small business firms do not resort to 
the securities market as a source of external financing due 
to the prohibitive cost of flotation of relatively small 
issues. 
*61, P. 25 
"A recent study made by the Securities and 
Exchange Commission showed that the average 
flotation costs of debt issues under $500,000 
publicly offered was 10.21 per cent, and even 
for issues of $500,000 to $1,000,000 was 8.72 
per cent. The S.E.C. study shows that 
publicly-offered preferred and common stocks 
of under $500,000 entailed an average flota-
tion cost of 19 per cent. 11 * 
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Since 1945, the Securities and Exchange Commission 
has been authorized to accept a simple notification state-
ment in lieu of the full registration statement on issues 
of securities that do not exceed $300,000 in amount. This 
notification statement substantially reduces the legal, en-
gineering, and accounting costs that are involved in filing 
a registration statement.** 
Even if a small business firm is willing to absorb 
the high flotation cost of a small securities issue, there 
appears to be a reluctance of securities houses to market 
such issues. Investment banking houses ordinarily pass up 
any flotation of less than a million dollars as unprofit-
able. 
Within recent years, securities issued under 
Regulation A (notification statement) have averaged approxi-
mately two per cent of total securities issues, as can be 
seen from Table IV. It has been proposed that the regis-
tration exemption limit under Regulation A be raised to 
*83, P. 3 
**54, P. 8 
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TABLE IV 
CORPORATE SECURITIES OFFERINGS, 1954, 1955, AND 1956 
(Dol lars in Millions) 
Total Corporate Securities 
Offerings 
Equity Securities (Common 
and Preferred Stocks) 
Bonds 
Securities Between $100,000 
and $300,000 (Regulation A) 
Securities under Regulation A 
as Per Cent of Total 
Corporate Securiti es 
Off erings 
1954 
$9,516 
2,028 
7,448 
195 
2.0 
1955 1956 
$10,240 $10,939 
2,828 2,937 
7,420 8,002 
269 176 
2.6 1. 6 
Sources: Sixth Semi-Annual Report, 
tra tion, \tlashington, D.C. 
P . 31 
Small Business Adminis-
September 21, 1956, 
Eighth Semi -Annual Report, 
tration, Washington, D.C. 
P. 37 
Small Business Adminis-
September 18, 1957, 
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$500,000 to allow small firms greater opportunity to utilize 
the public markets for capital. 
The Securities and Exchange Commission has recent-
ly established a new Branch of Small Issues within the Cor-
porate Finance Division. This branch will co-ordinate and 
supervise examination of exempt offerings under $300,000. 
It should also help in establishing and maintaining · uniform 
procedures since the processing of Regulation A filings is 
now decentralized to the nine regional offices of the 
Securities and Exchange Commission.* 
"Tight Money" Policy 
It has been difficult to determine the effects 
that the tightening of credit by the Board of Governors of 
the Federal Reserve System has had on small business during 
the past few years. However, it is widely suspected that 
this policy has had a heavier impact on small business than 
on large borrowers. In May, 1956, Mr. Allan Sproul, former-
ly President of the Federal Reserve Bank of New York, stated: 
"I suspect that the impact of a policy of 
credit restraint is greater on •small busi-
ness 1 than on big business ... ·. it seems 
fairly clear that •small business' has less 
access to alternative sources of funds when 
bank credit is not readily available, and 
only less clear that its access to bank 
*56, P. 44 
credit is likely to be more difficult under 
such circumstances. Access to bank credit 
is achieved primarily by the credit worthi-
ness of the borrower, long-established 
customer relationships with the lender, and 
the profitability of the transaction. It 
may well be that big business has an edge 
in these respects, which becomes apparent 
when not everyone can get all of the credit 
that everyone wants."* 
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One month before this statement by Mr. Sproul, 
the Standard Factors Corporation released a report of a 
survey which it had conducted of 727 manufacturers and 127 
banks throughout this country, dealing with credit controls. 
The report concluded that: 
"Despite the apparent fairness of the 
Federal Reserve bank's method of holding 
down credit expansion, we have found that 
the tightening of the money supply has 
not affected all businesses in the same 
fashion .. Smaller business has felt the 
tightness worst; medium-sized corpora-
tions have been next in complaining about 
the money situation; large business has 
had little to worry about."** 
*65, P. 29 
**56, P. 32 
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Two recent surveys may not be truly indicative of 
conditions since they both involved larger banks which might 
be expected to make larger loans than small banks. 
The Credit Policy Commission of the American 
Bankers Association survey of the period from September 1, 
1955, to August 31, 1956, showed that loans of less than 
$100,000 in size by 78 leading banks increased 5 per cent 
in number and 14.2 per cent in amount, while during this 
same period the volume of commercial, industrial and agri-
cultural loans reported to the Federal Reserve System by 
its 379 weekly-reporting banks increased 20.6 per cent.* 
A Federal Reserve survey of new business loans 
of 91 large banks showed that loans of less than $10,000 
in size made in the first two weeks of June, 1956, equaled 
the comparable 1955 period, but loans of over $200,000 in-
creased from $1.5 billion to $2.3 billion.** 
In the March, 1957, issue of Business Conditions,*** 
published by the Federal Reserve Bank of Chicago, an article 
entitled "The Price of Business Loans" showed that there 
were relatively fewer loans by commercial banks at high 
risk rates in December, 1956, than in September, 1955. This 
was a period of credit restraint and the supply of funds 
could not expand sufficiently to satisfy all would-be borrow-
ers. Money became 11 tight 11 relative to the demand for it, 
*66, P. 33 
**ibid.' p. 33 
***102, P. 14 
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and the price rose. From 3 per cent in mid-1955, the prime 
rate moved up four times in steps of one-quarter per cent 
to a level of 4 per cent in October, 1956. 
Among possible explanations of the relatively 
fewer loans at high risk rates in December, 1956, than in 
September, 1955, are included such factors as: (1) the 
greater demand for credit by prime rate borrowers, (2) the 
improvement in the credit standing of some firms over this 
period, and (3) the postulate that some screening of loans 
on a quality basis undoubtedly took place. It is possible 
that many previously marginal borrowers were squeezed en-
tirely out of the bank credit market. 
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CHAPTER III 
OTHER FACTORS ACCENTUATING THE PROBLEM 
Personal Savings 
'\IJithin recent years t here has been a great in-
crease in total and per capital personal savings. A large 
proportion of this savings has come from the middle and 
lower income groups. These savers appear to prefer safety 
to risk investments, and an increased proportion of the 
funds saved by this group has gone into Government bonds 
and such f inancial institutions as savings bank deposits, 
savings and loan associations~ commercial bank deposits, 
and life insurance e quities. 
By mid-1955 total liquid savings in New England 
approximated $18.5 billion. In November, 1955, the Federal 
Reserve Bank of Boston reported: 
11 The growth in the volume of savings in 
New England from the end of 1954 t o mid-1955 
was 3.0 per cent, whereas in the Uni ted 
States it was 3.4 per cent. The national 
growth reflects a greater population in-
crease than New England has experienced. 
On a per capi ta basis the increase in 
savings in New England was larger than in 
the nation .•.. 
11 Liquid savings per person in New Eng-
land rose f rom $1,858 in December~ 1954, 
to about $1,895 by mid-l955 .... Nationwide 
figures revealed that savings per person 
rose from $1,296 at the end of December, 
1954, to $1 ,307 in mid-1955. Unfortunate-
ly there are no regional figures available 
to show investments in other types of sav-
ing. It appears probable that people in 
other parts of the country, especially 
the faster growing areas, are more inclined 
to put their savings into other types of in-
vestments."* 
Table I compares the investment i n selected types 
of liquid assets of accumulated per capital savings in Ne'\.'l 
England and the United States in 1955. As can be seen, 
mutual savings bank deposits are Ne'\.'1 Englanders 1 pref erred 
medium for liquid savings. 
Savings channeled into these types of financial 
institutions may be less effective in aiding small business. 
These institutions have legal limits imposed . on their lend- · 
ing procedures and also have a f iduciary relationship to 
maintain with their depositors. 
Mr. Sherwin C. Badger, Financial Vice President of 
New England Mutual Life Insurance Company, summed up the 
problem in his letter to the Board of Directors of the IVJassa-
chusetts Business Development Corporation when he stated: 
*36 , P. 7 
- - - - ---------
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TABLE I 
ACCUMULATED PER CAPITA SAVINGS INVESTED IN SELECTED 
TYPES OF LIQUID ASSETS, NE\v ENGLAND AND THE UNITED 
STATES - 1955 
Tyoe of Liquid Asset 
Mutual Savings Bank Deposits 
Lif e Insurance Equities 
U.S. Bonds, E and H Series 
Comrnercial Bank Time Deposits 
Savings and Loan Association 
Shares, Including Coopera-
tive Banks 
Per Capita Total 
Per Capita 
Saving 
New England 
$ 765 
509 
263 
209 
205 
$1,951 
Per Capita 
Saving 
United States 
$ 171 
446 
242 
296 
195 
$1 ,350 
Source: Monthly Review, Federal Reserve Bank of Boston, 
November, 1955. P. 7 
11 As we look at private sources of funds 
today, where can small or medium-sized, or 
even an off - the-top-grade large corporation 
get l ong -term capital .... to expand or even 
to stay in business ..• . 
"It is not the business of commercial 
banks to s upply medium or long-term capital 
in the f orm Of loans. Vihile I term loanS I 
running from three to sometimes ten years 
are made by many commercial banks, they are 
almost invariably confined to concerns with 
top credit ratings and with long and well 
established earnings records. Short-term 
loans which are the typical loans of commer-
cial banks should not serve as permanent or 
semi-permanent capital because the borrower 
is always f aced with the possibility that 
his loan may be called f or payment. Hence 
he cannot utilize a bank line or short-term 
loans for long-term planning. 
"Similarly, savings banks can rarely lend 
(except on mortgages) to corporations f or 
long term unless the bonds 'VJhich they buy are 
readily marketable and liquid, the reason be-
ing of course that savings bank deposits are 
close to a demand liability. 
"Life insurance companies to an increas-
ing extent, through what is knm-Jn as a 
'Direct Placement', have been lending 10-20 
year money to corporations . However, from 
the nature of their trustee responsibilities 
they must necessarily confine their invest-
ment activities pretty much to the demon-
strably strong credit risks."* 
Because of legal restrictions and fiduciary rela-
tionships, these increased personal savings, flowing into 
conventional financial institutions, have not generally been 
made available to small business firms seeking long-term 
credit. 
Financial Position of Small Business 
Small business firms have three basic ways in 
which to finance growth : (1) retained earnings, (2) borrow-
ing, or (3) equity capital. 
Equity capital would eliminate the burden on income 
that interest charges and repayment of loans make on many 
small concerns. However, for a small firm to get equity 
financing it is necessary to have a good earnings record, 
some atmosphere of '' glamor n, and favorable prospects for 
gro·wth and expansion. Even if a small firm can fulfill these 
requirements, the costs of raising equity capital are still 
large, and, as mentioned previously, most small business 
*83 , PP. 2-3 
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entrepreneurs prefer not to dilute their control of the busi-
ness or their share of the profits. Charts 1 and 2 show that 
the annual rate of earnings on stockholders• e quity, both be-
fore and after taxes;, have been continually lower since 1947 
for small manufacturing corporations than for large concerns. 
Because these charts are based on data from reports of the 
Federal Trade Commission and the Securities and Exchange Com-
mission which receive wide circulation, this fact in itself 
has lessened the enthusiasm f or small business investment. 
There has been a notable shift to retained earn-
ings as a source of equity capital. During the 1920's stock 
financing provided almost one-half of the new equity funds 
obtained by corporations while retained profits amounted to 
less than 30 per cent of all earnings.* By 1954 undis-
tributed profits amounted to 39.0 per cent of total corpo-
rate profits after taxes;, and by 1955 this percentage had 
r i sen to 46.9. Retained profits have remained at approxi-
mately the 1955 level.** The Senate Select Committee on 
Small Business reported in 1957 t hat: 
11 The traditional way for small companies 
to grov~ is to finance their expansion by the 
use of retained earnings. Thus, for the years 
1947-1950, about 80 per cent of physical ex-
pansion of nonfinancial corporations, 
*63, P. 22 
*-!!-65 , P. 29 
.CHART 1 
U. S. MANUFACTURING CORPORATIONS, EARNINGS ON 
STOCKHOLDERS' EQUITY BEFORE TAXES, BY ASSET 
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Source: Eighth Semi -Annual Repor t , Small Business 
Admi nistration. Washington, D. c., 
September 18, 1957. P. 23 
including inventories, was paid for with 
retained profits . From 1953 to 1955, this 
proportion increased to 87 per cent."* 
The Small Business Administration reports: 
"This high ratio of retained earnings 
has been attributable to the reluctance 
of owners of companies to raise money 
through security issues, as well as a 
desire to enhance the capital value of 
the companies by reinvesting the earn-
ings instead of paying them out in 
dividends. Small companies have been 
less able than large companies to re-
tain earnings to plow back for expansion 
because their earnings have been smaller 
and because they have relatively less 
left after taxes . 11 ** 
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Charts 3 through 5 indicate the less favorable 
position of small manufacturing corporations in net sales 
and earnings from data based on Statistics of Income 1947-
1953. Charts 6 through 8 indicate the same information 
through 1956 based on data from Federal Trade Commission 
and Securities and Exchange Commission Reports. It can be 
seen that sales and earnings of small firms have not 
*56, p. 6 
**63, P . 22 
vHART 3 
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,CHART .5 
U. S. MANUFACTURING CORPORATIONS 
EARNINGS AFTER TAXES BY ASSET SIZE, 1947-19.53 
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maintained the pace set by the larger corporations in the 
period from 1947-1956. 
For these reasons small business firms have turned 
to borrowing and term loans as a source of financing expan-
sion. 
Peculiarities of the New England Region 
The New England region is one of the oldest and 
most highly deve l oped industrial regions in the country. 
This f act in itself has tended to a ggravate the problem of 
small firms in obtaining long-term loan funds in this area. 
In his article on the I~ssachusetts Business Development 
Corporation in the Boston University Business Review, Pro-
fe ssor Friedland pointed out that: 
"A highly developed economic area will 
contain large, established firms which pro-
vide severe competition i n the funds market 
for smaller, newer firms. At any time, 
there is ava i lable a supply of loanable 
funds. In allocating these funds among 
potential borrowers, lenders will be con-
cerned not only with the promised rate of 
interest, but ·with the likelihood of repay-
ment. At a given rate of interest, a firm 
with a history of good earnings will have 
an advantage over a firm whose future earn-
. ings are somewhat uncertain. A large f irm, 
whose balance sheet is loaded with market-
able assets3 will be favored over a small 
firm. In an underdeveloped area 3 the 
handicap of being new and/or small will be 
slight, since there will be f ew old or 
large firms. However, as the economy de-
velops, the nei'J and small firms must com-
pete with a grovJing number of older and 
larger firms in the funds market."* 
For many years New England financial insti tutions 
have been considered highly conservative in their outlook 
and their lending procedures and policies. Thi s may be 
partially true and may be partially explained by the above 
statement of Professor Friedland. However, Nev1 England 
bankers were instrumental in formation of the development 
credit corporations in New England, although one writer 
apparently questioned their i ntentions in formation of the 
organizations when he stated an ll important objective, though 
rarely publicly stressed, is to ge t existing lendi ng institu-
tions 'off the hook' in the matter of political propaganda 
vJhich says that they won't lend to small business . "** 
*99, P . 29 
*~ 12, P. 33 
CHAPTER IV 
T\tfO MAJOR ATTEf.1PTS BY THE FEDERAL GOVERNMENT TO 
OVERCOME THE PROBLEM 
The Reconstruction Finance Corporation 
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The Reconstruct ion Finance Corporation was es-
tablished by the federal government during the depression 
year of 1932. The R.F.C. was a government lending agency 
that was designed to make loan funds available to busi-
nesses that were unable to obtain their financing needs 
from private sources. 
The lending power of the R.F.C . was quite broad. 
Loans by the R.F.C. were not restricted to the area of 
small business enterprise, but were available to all sized 
businesses in need of funds. The R.F.C. was restricted 
from lending funds if satisfactory arrangements for loans 
could be made through ordinary banking and business channels. 
Prospective borrowers from the R.F.C. were required to show 
evidence that an attempt had been made to borrow through 
ordinary business channels and that such borrowing attempts 
were unsuccessful. The R.F.C. also required that adequate 
security be posted to secure each loan. There were various 
other minor considerations for loans from the 'R.F.C. For 
example, the economic value of the enterprise both t o its 
locale and the nation as a whole was taken into considera-
tion . The value of the potential loan in incr easing em-
ployment ~vas determined. In that period of depression and 
high unemployment, loans which tended to increase employ-
ment were given first priority. Another consideration in 
granting a loan was in determining what other favorable 
effects the loan would make on the economic life of the 
community. 
Some example of the lending activities of the 
Reconstruction Finance Corporation would be helpful in de-
monstrating the broad lending power that the organization 
had even until 1953. In the New England area from 
January, 1948, through March, 1952, the R.F.C. made loans 
totaling $164 million. On a nationwide basis, during the 
two-year period of 1948 and 1949, the R.F.C. received over 
18,000 loan applications. The total amount of funds in-
volved in these applications was ~2.7 billion.* As can be 
seen from the preceding figures, the average loan requested 
from the R.F.C. during this period was about $150,000, but 
it should be remembered that a few very large loans re-
quested tend to overbalance this figure to the high side. 
Of these 18,000 loan requests, approximately 
4,000 were withdrawn before action could be taken. Some 
firms were able to secure financing through ordinary 
channels before their applications for R.F.C. loans were 
acted upon, and many businesses had reached the failing 
stage before appropriate action could be taken on their 
requests. Therefore, final action was taken on 13,479 loan 
-*68, P. 22 
requests during the years of 1948 and 1949 .* Of these 
13,L~79 requests, the R.F.C. approved 8,100 for an aggrega~e 
amount of $1 billion. The average approved loan was slight-
ly over $125,000. 5,379 requests for $863 million were de-
clined . Table I outlines these figures. 
In its 1950 survey of small business financing 
problems, the Office of Business Economics of the U. S. De-
partment of Commerce sampled 300 loans declined by banks, 
but eventually approved by the Reconstruction Finance 
Corporation, to determine the reasons for bank rejection.** 
This survey disclosed that the average loan declined ran 
from two to ten years' maturity, with the typical term being 
five years. The banks listed 445 reasons for declining the 
300 loan applications, more than one reason being given in 
most cases . The reason most often mentioned was the length 
of maturity of the loan. In almost one-half of the cases, 
the banks felt that the r equested maturity of the loan im-
paired its safety. Other reasons listed and their frequency 
in being mentioned will be found in Table II .*** 
"It is clear from this table that the largest 
credit gap for small business in the private 
financing situation was for long-term loans. 
Practically half of the banks which the 
borrowers approached refused the loan 
*68, P. 22 
~*ibid. , P. 22 
~~*61, P. 23 
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TABLE I 
1\CTI r TAKE BY THE R • CONSTRUCTIO 1 FI TANCE CORPO ATIO T 0 1 
A era e 
Nu mb e r __ % __ $ 1 ount % Size $ 
-·----
- .... -- ~ -J-
Loans Ap roved 8 100 6 1 , 000 , 000 , 000 54 125 , 0 
Oc: n S Declined 
_2.1 3'2.2 40 -~6.?J.o_o_q_ , _ o_oo 46 160 ,_ooo 
T < ls 1 
' 
79 100 , 8 63 , 000 , 000 1 0 
Source: McHu h , Louo-hl · n F . , u r -ey of C rrent B ~ ne~ , 
" Financing Small B siness in the. P ostw·ar e riod" , 
Washing ton, D. C. , U.S . Department of Comm e rce , 
Office o Busi ess •.co nom · cs. Vo .. 31 , No. 11 , 
Nove ber , 1 95 • P . 22 
TABLE II 
vfuy Banks Declined 300 Small Business Loans 
Authorized by R.F.C., 1948-1949 
Reason 
Maturity too long 
Banl':: Policy 
Unacceptable or insufficient collateral 
Financial Condition of Borrower 
"Brush off 11 or Miscellaneous 
Total 
No. of 
Banks 
207 
62 
56 
31 
89 
445 
68 
<{6 of 
Total 
46.5 
13.9 
12.6 
7.0 
20.0 
100.0 
Sources: R.F.C. with regrouping of reasons by the U. S. 
Department of Commerce, Office of Business 
Economics 
because of its long maturity. 11 * 
Lending authori ty of the R.F.C. was terminated on 
September 28, 1953. 
The Small Business Administration 
The Small Business Administration came into exist-
ence by virtue of Public Law 163 of the 83rd Congress. The 
law was known as the Small Business Act of 1953 and was en-
acted on July 30, 1953. President Eisenhower signed the Act 
into lavJ on the same day. Public Law 163 established the 
Small Business Administration for a two-year period. Section 
202 of the law stated: 
11 It is the declared policy of the Congress 
that the Government should aid, counsel, 
assist, and protect insofar as is possible 
the interests of small-business concerns 
in order to preserve free competitive enter-
prise, to insure that a fair proportion of 
the total purchases and contracts for 
supplies and services f or the Government 
be placed with small-business enterprises, 
and to maintain and strengthen the overall 
economy of the Nation. 11** 
Public Law 268 of the 84th Congress continued the 
life of the Small Business Administration f or another two -
year period. This law was knovm as the Small Business Act 
of 1955 and was signed by President Eisenhower on August 9, 
1955. The most recent session of Congress has given the 
Small Business Administration an indeterminate life. 
The Small Business Administration was set up by 
the Government for three major purposes.* Most important 
to this study is the authority of the Small Business Ad-
ministration to make business loans to small business con-
cerns. The S.B.A . also has the power to make loans to 
assist victims of' floods and other disasters. Both of these 
powers vJere formerly held by the Reconstruction Finance 
Corporation. 
A second major purpose of the Small Business Ad-
ministration is to assist small business firms in Government 
procurement. This responsibility was formerly held by the 
Small Defense Plants Administration.** 
The Small Business Administration was also es-
tablished to help small business firms obtain management, 
technical, and production counsel. This has developed into 
one of the more important functions of the S.B.A., second 
only to the lending function. 
*61' p. 2 
-l:E-*61 J P. 1 
''For many small businesses, the lack of 
many necessary managerial slcills and tech-
nica1 and production 1 know-hm'1 1 are serious 
impediments to progress ·. In the growing 
complexity of business operations, business-
men can rely less and less on native talent 
and trial and error to make a success of 
their businesses. They must be alert, well 
informed, and conversant with daily changes 
in their particular fields, if they are to 
survive. And yet all too fre quently small 
concerns cannot a f fo r d to engage expert 
counsel to set up, for example, efficient 
accounting systems, or to a dvi se them as to 
t he most advanced business methods. Of ten, 
too, small f irms cannot a ff ord to hire en-
gineers or other technicians to help them 
solve their technical problems. 11 * 
The S.B.A. has provided individual counseling on 
management and financial problems and has co-sponsored ad-
ministrative management courses with more than 100 educa-
tional institutions. In addition, the Small Business Ad-
ministration issues f'our series of publications: Small 
I~rketers Aids, Management Aids for Small ~~nufacturers, 
Technical Aids for Small Manufacturers, and the Small 
Business Management Series . All except the Small Business 
Management Series are distributed without charge.** 
In this manner the S .B.A. has attempted to assist many 
*61, PP. 3-4 
it*67, PP. 87-90 
-~ 
small entrepreneurs increase their managerial s~ills and 
operate their establishments more skillfully. 
The Lending Function of the Small Business Administration 
As mentioned previously, one of the major functions 
of the S.B.A., and the one most important to this study, is 
the lending function. The lending policy of the S.B.A. is 
determined by its Loan Policy Board. The Small Business Act 
of 1953 designated the administrator of the Small Business 
Administration as Chairman of the Loan Policy Board. The 
board is composed of only two other members, the :..Secretary 
of the Treasury and the Secretary of Commerce. 
An August, 1953, decision of the Loan Policy Board 
was made to defer acceptance of loan applications to the 
Small Business Administration until after September 28, 
1953, when the lending authority of the Reconstruction 
Finance Company terminated. The f irst policy statement was 
issued by the board on September 16, 1953, and since that 
time there have been numerous revisions and amendments to 
fit the basic changes which occur in the economy.* 
The Small Business Administration makes three 
basic types of business loans.** Under the deferred partici-
pation loan plan a bank or other private credit institution 
advances the capital needed by the small business firm that 
has been granted a loan. The Small Business Administration 
~1, p. 56 
~~0, pp . 4-5 
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agrees to purchase upon notice by the bank an agr~ed percent-
age of the unpaid balance of the loan. Under the immediate 
participation loan plan the Small Business Administration or 
a private lending institution agrees to purchase from the 
other immediately upon disbursement of' a loan, an agreed 
percentage of each disbursement made on account of a loan 
approved by bo t h. By statute, S.B.A. participation is 
limited to 90% of an immediate participation loan. Of the 
7,096 business loans approved by the Small Business Adminis-
tration through June 30, 1957, 4,941 were participation 
loans.* 
The S .B. A. will also make direct loans to small 
business firms. Such loans are made wholly by the Small 
Business Administration with no private participation. The 
2,155 direct loans approved by the S .B. A. through June 30, 
1957, have been authorized only as a last resort. 
The following steps must be followed by a prospec-
tive borrower from the S.B.A.: 
"(1) The applicant must show that he has been 
refused private financing on reasonabl~ terms. 
(2) The applicant must seek deferred participa-
tion in which the bank or other lending insti-
tution provides the entire amount but has an 
agreement with S.B.A. under which it will pur-
chase part of the loan on demand at any time. 
(3) The applicant must seek an immediate 
participation in which S.B.A. agrees to 
take a portion of the loan f rom the start. 
(4) S.B.A. grants a direct loan. 
According to S.B.A. loan policy, in· return 
for S.B.A. participation in a loan the bank 
pays the agency a small fee, which varies 
vdth the extent of S.B.A. participation. 11 * 
Late in 1955, the Small Business Administration 
began a Limited Loan Participation Program, designed es-
pecially to aid small retailers, wholesale distributors and 
service establishments.** This type of concern may have 
good management and earnings but little tangible collateral 
to pledge for a term loan. 
"Under this plan, the Small Business Ad-
ministration will participate \-Ji th a bank in a 
loan to a small retailer, wholesaler, service 
establishment or other business up to a 
maximum of $15,000 or 75 per cent of the 
total amount of the loan, whichever is the 
lesser. 11 *** 
The Limited Loan Participation Program has pro-
vided an increased opportunity for these types of businesses 
to obtain loans. 
*67~ P. 57 
-lf-*64_, P. 38 
***6 1.~, p . 39 
The Loan Policy Board of the Small Business Admin-
istration has set forth in its policy statements certain 
basic requirements which must be met by a small business 
concern to be eligible for a loan from the agency. Most 
important, of course, is the fact that the loan applicant 
must meet the small business criteria; in other words, the 
concern must be one that is "independently owned and 
operated and which is not dominant in its field of opera-
tion. "* Manufacturing concerns are considered small if they 
have fewer than 250 employees, and certain industries may be 
considered small if they have between 250 and 1,000 employees. 
No manufacturing firm is eligible to borrow from the Small 
Business Administration if it has more than 1,000 employees. 
Most v-Jholesale concerns are considered to be 
small if they have annual sales of less than $5,000,000. 
"Any wholesale concern also engaged in manufacturing shall 
not be designated as a 'small business concern' unless it so 
qualifies under both manufacturing and wholesaling standards."** 
Retailers and service trade firms are considered 
small if their annual sales or receipts are $1,000,000 or 
less, with a fevv exceptions such as department stores and 
automobile dealers. 
The loan applicant must also meet certain practical 
credit requirements. 
*61, P . 94 
**61, P. 9 
11 a . An applicant must be of good character. 
b. There must be evidence he has the ability 
to operate his business successfully. 
c. He must have enough capital in the busi-
ness so that~ with loan assistance from 
the S.B.A.~ it will be possible for him 
to operate on a sound financial basis. 
d. As required by the Small Business Act, 
the proposed loan must be 'of such sound 
value or so secured as reasonablw to 
assure repayment.' 
e. The past earnings record and future 
prospects of the fi rm must indicate 
ability to repay a loan out of income 
from the business. 11 * 
The Small Business Act of 1953 limited the maximum 
amount of loan funds it'-lhich could be committed or outstanding 
to any one borrower to $150,000. However, the Small Busi-
ness Act of 1955~ in recognition of the increasing costs of 
carrying on a business, raised this maximum amount to 
$250,000. With certain minor exceptions, the maximum 
maturity of any loan is ten years and the maximum interest 
rate is 6%. The most notable exception to the above is 
loans made under the Limited Loan Participation Program. 
Such loans have a maximum maturity of five years. 
*58 , P . 2 
11 The S.B.A. will not make certain types of 
loans or loans under certain circumstances. 
Loans will not be granted: 
1. If the funds are otherwise available on 
reasonable terms (a) from a financial insti-
tution, (b) from the disposal at a fair price 
of assets not required by the applicant in 
the conduct of its business or not reasonably 
necessary to its potential growth, {c) through 
use of the personal credit and/or resources 
of the owner, partners, management, or 
principal stockholders of the applicant, 
(d) from other Government agencies which pro-
vide credit specifically for the applicant's 
type of business or (e) from other known 
sources of credit; 
2. If the loan would be for the purpose of 
(a) paying off a creditor or creditors of the 
applicant who are inadequately secured or in 
a position to sustain a loss, (b) providing 
funds for distribution or payment to the 
owner, partners, or shareholders of the 
applicant, or (c) replenishing working 
capital funds previously used for either of 
such purposes; 
3. If the purpose of the applicant in apply-
--ing for such assistance is to effect a change 
in ovmership of the business; 
4. I f the l oan will provide or f ree funds 
f or speculation in any kind of property, 
real or personal, tangible or intangible; 
5. If the applicant is an eleemosynary in-
stitution; 
6 . If the purpose of the loan is to 
finance the construction, ac quisition, 
conversion, or operation of facilities 
t'>Ihich are or will be used for recreational 
or amusement purposes; hoNever, this . does 
not prohibit financial assistance for such 
facilities when they are or will be inci-
dental and appropriate to the business of 
the applicant; 
7. If the applicant is a newspaper, magazine, 
radio broadcasting or television broadcasting 
company, or similar enterprise; 
8. If a substantial portion of the gross in-
come of the applicant (or any of its prin-
cipal owners) is derived from the sale of 
alcoholic beverages; 
9. If any part of the gross income of the 
applicant (or any of its principal ovmers) 
is derived f rom gambling purposes; 
10. If the loan is to provide capital to 
an enterprise primarily engag~d in the 
business of lending or investment; 
11. If the effect of the granting of the 
f inancial assistance will be to encourage 
monopoly or will be inconsistent with the 
accepted standards of the American system 
of free competitive enterprise. 11 * 
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Lending Operations of the Small Business Administration 
Since acceptance of the first business loan applica-
tion on October 2, 1953, the Small Business Administration 
had received 16,552 applications for loans through June 30, 
1957. The number of loan applications has surged noticeably 
since January, 1955, as the activities of the S.B.A. have be-
come more widely known. For example, during the six-month 
period ending June 30, 1955, the S.B.A. received 1,499 busi-
ness loan applications; during the corresponding six-month 
period ending June 30, 1957, the S.B.A. received 3,527 busi-
ness loan applications.** This upward trend in loan applica-
tions can be graphically seen by observing Chart 1. 
Of these 16,552 applications, 1,994 1·1ere withdrawn 
before the S.B.A. took any action. Of the remaining 14,558 
applications processed, 7, 096 v-Jere approved for a total 
dollar volume of $324,785,615. Table III breaks down these 
approvals by loan types . 
*58~ PP. 2-3 
'¥-*67, P . 44 
N 
u 
M 
B 
E 
R 
0 
F 
A 
p 
p 
L 
I 
c 
A 
T 
I 
0 
N 
s 
QHART 1 
BUSINESS l~AN APPLICATIONS RECEIVED BY THE 
S.B.A. JANUARY , 1955 THROUGH JUNE, 1957 
5000 
4500 1-
4000 !-
3500 
3000 
2500 1-
2000 3337 
1500 1- 2578 
1000 
1499 1502 
500 1-
0 
1/1 - 7/1 - 1/1 - 7/1 -
$0 
3527 
6/30/55 12/31/55 6/30/56 
1/1 -
12/31/56 6/30/57 
Source: Semi-Annual Reports of the Small Business Ad-
ministration, Washington , D.c . Fourth, P . q.4 . 
Fifth, P . 45 . Sixth, P . 38 . Seventh , P . 44. 
Eighth, P. 44. 
-
I• 
-
I · 
-
TABLE II I 
BUSINESS LOANS APPROVED BY THE S.B.A. BY TYPE OF LOAN 
SEPTEMBER , 1953 THROUGH JUNE, 1957 
Total 
Type of Loan Number Total Amount S .B .A .Share 
7,096 $324,785 , 615 $269 ,975, 800 
Direct Loans 2, 155 $ 91, 017, 700 $ 9l, ul7,700 
Part i c ipation Loans 4,941 233,767,915 178, 958,100 
Deferred 2,160 95,216,137 70,475,552 
Immediate 2,781 138 , 551 , 778 108,482,548 
Source: Eighth Semi-Annual Re port of the Sma l l Business 
Adm i nistration, Washi ngton, D C. Otf l ce of the 
Admi nistrator, Small Bus i ness Admi nistration, 
September 18 , 1957, P. 45 
Although manufacturers constitute less than ten 
per cent of' the total business population, they have re-
ceived almost f orty per cent (2,752 of 7,096) of the number 
of loans approved and over fifty per cent of the total dollar 
volume ( $167,710,572 of $324,785,615). "Furthermore, loans 
to small manufacturers may continue to be a higher percentage 
of business loan a pprovals than the ·number of manufacturers 
would suggest because of their relatively greater need for 
funds required to make the capital expenditures essential 
to expansion and growth."* Table IV outlines the business 
loans approved by the S.B.A. by industry. As can be seen, 
almost every conceivable type of manufacturing industry is 
included in the tab l e. The average manufacturing loan 
approved amounted to $60,000, while the average non-manu-
facturing loan was about $35,000. 
The percentage of loans approved by th~ Small 
Business Administration has steadily increased to a po i nt 
~IJhere almost 6Q9b of all applications received are now ap-
proved. In the per iod from January 1, 1956 , to June 30, 
1956 , 60.27& of the applications for loans were approved; 
from July 1, 1956 , to December 31, 1956 , the approval rate 
was 58 .5%; and f or the first six months of 1957, the ap-
proval rate was 58 . 8% .** "Through J une 30, 1957, about 
51.2% of the busine ss loan applications on which final ac-
t i on had been taken had been approved. 11 *** 
TABLE IV 
BUSINESS LOANS APPROVED BY THE S.B.A. BY IN-
DUSTRY - SEPTEMBER, 1953 THROUGH JUNE, 1957 
Industry Number Amount 
Grand Total 
IVJ:anufacturing Industries 
Total 
Ordnance and Access ories 
Food and Ki ndred Products 
Tobacc o Manufactures 
Texti l e Mill Products 
Apparel and Other Finished Products,etc. 
Lumber and Wood Products {except 
Furni t ure) 
Furni ture and Fixtures 
Paper and Allied Products 
Printing, Publishing, and Al lied 
Industries 
Chemicals and Allied Products 
Petroleum and Coal Products 
Rubber Products 
Leather and Leather Products 
Stone , g l ass and clay products 
Primary Ivietal Industr i es 
Fabricated metal products (except 
ordnance, machinery~ and trans -
portation equipment) 
Machinery (except electrical) 
Electrical Machinery, Equipment 
and Supplies 
Transportation Equi pment 
Professional, Scientific and Con-
trolling Instruments ; Photo-
graphi c and Optical Goods; 
Watches and Clocks 
Mi scellaneous manufacturing 
industries 
2,752 
4 
449 
67 
75 
302 
48 
136 
107 
21 
21 
17 
216 
96 
290 
405 
103' 
105 
26 
130 
112, 800 
31,539 , 725 
5,508, 000 
2,570 ,167 
17 , 930 ,574 
6 ,390 ,100 
3,449 ,350 
5, 157, 125 
6,516 , 755 
1,495,200 
1 ,681,232 
574 , 000 
13 , 672,351 
7,838 , 766 
16,582 , 747 
24 ,550,581 
7,049 ,248 
6 ,938,678 
1,370,250 
6,782 ,923 
Table IV (Cont i nued) 
Nonmanufacturing Industries 
Total 
Poultry Hatcheries, Greenhouses, 
Crop Specialties, Fi sheries, etc. 
Mi ning 
Construction 
Transportation, Communicat i on and 
Other Public Ut i lities 
Wholesale and Retail Trade 
Services , etc. 
Number Amount 
147 
102 
412 
359 
2,615 
709 
$ 5,834,553 
6, 714,325 
18 019 , 460 
22, 830,109 
78 ; 597, 611 
25,078 ~ 985 
Source: Eighth Semi -Annual Report of ~ the Small Business Ad-
ministration, Washi ngton, D.C . Office of the Ad-
ministrator, Small Business Admini stration, 
September 18, 1957, P . 53. 
The Small Business Administration has given many 
reasons for declining loan applications. The reasons most 
often listed in their approximate order of importance are: 
(1) The earning ability of the concern has not been demon-
strated in the past or is not reasonably assured for the 
future; (2) sufficient collateral is not available to secure 
the loan; ( 3) there is an insufficient equity investment in 
the business concern; (4) the business is in unsatisfactory 
financial condition; and (5) the business is unable to 
demonstrate a need for loan funds.* 
Table V. 
11 Analysis of the proposed uses of business 
loans approved through June 30, 1957, shows 
that small businesses intended to use the funds 
for these purposes: 36.9 per cent for working 
capital; 27.6 per cent for consolidation of 
obligations; 24.4 per cent for construction 
of facilities; and 11.1 per cent for purchases 
of equipment."** 
A summary of these proposed uses is found in 
*67' p. 50 
~*67' p. 55 
TABLE V 
8,-; 0 
PROPOSED USES OF S.B.A. BUSINESS LOANS APPROVED 
SEPTEMBER, 1953, THROUGH JUNE, 1957 
Loans Approved 
Per Cent 
Use Amount of Total 
Total $324,785,615 100 .0 
Working Capi tal 119' 881,802 .36 .9 
Facil i t i es 79,240,760 24.4 
Consol i dation of Obli gations 89,772, 805 27.6 
Equipment 35,890,248 ll. l 
Source: Eighth Semi -Annual Report of the Smal l Business 
Administrat i on, Washington , D.C. Of f ice of the 
Administrator, Small Bus i ness Admi nistration, 
September 18, 1957. P . 55 
CHAPTER V 
SOME PRIVATE ATTEMPTS TO OVERCOME THE PROBLEM 
The First National Bank of Chicago 
In the late 1940's, with Congressional investi-
gators agitating over the 11 plight 11 of small business, and 
suggestions for semi-public credit banks for small busi-
ness being advocated, there was some awakening by established 
financial institutions to the specific needs of small busi-
ness concerns. 
The directors of the First Nat i onal Bank of Chicago 
realized after the end of World War II, that small business 
firms were experiencing difficulty in obtaining capital funds 
to begin peace-time work. With this thought in mind, the 
bank established a small business loan program in 1947, pri-
marily to assist manufacturers.* Loans io.Jere to be made to 
small manufacturers fo r two purposes only: (1) the procure-
ment of new machinery and/or buildings, and (2) ·working 
capital purposes. The maximum maturity of any loan is f ive 
years and loans can be made in amounts ranging from $50,000 
to $250,000 . Loans are repaid to the bank in monthly or 
quarterly installments.** 
The bank has made some general statements regard-
ing the success of the program, but no figures are avail-
able. The First National states that it has found that the 
*22, P . 88 
**ibid., P. 89 
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lending program meets the needs of some small businesses. · 
With regard to the bank itself, the First National feels 
that the program has bui lt good will for the bank and has 
created additional bus i ness for the bank in the f orm of de-
posits by s uccessful loan negotiators. 
Expected losses from the program 11 have been almost 
zero. lf* The bank re quires certain reports with the install-
ment payments by the borrowers, and these reports have en-
abled the bank to spot unfavorable developments before 
losses begin to mount. When trouble occurs, bank officers 
vwrlc with the small business management to go over the com-
pany's operations and spot the ma j or difficulties .** 
No doubt, the program has enjoyed considerable 
success as far as the First National is concerned, but its 
limited scope and area of operation have been of little 
benefit to small business in general. Even so, the First 
National Bank of Chicago should be given recognition for its 
assistance to small business concerns in its area. 
Similar Bank Plans for Long-Term Lending to Small Business 
Early in 1950, the Chase National Bank of New York 
established a loan plan for small business firms. .The bank 
set aside $10 million in order to j oin with its 3,700 corre-
s pondent banks in extending intermediate term credit (approxi-
mately five-year maximum maturity) t ·Gl::·.sihall local concerns.*** 
*22, P. 88 
**ibi d . ' p . 88 
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The Pennsylvania Company for Banking and Trusts 
of Philadelphia also established a small business loan plan 
early in 1950. Under this plan, the maximum loan which the 
bank v-lill make to any one business firm is $25,000. Loans 
are made for capital purposes only and the maximum term of 
any loan is three years.* 
In May, 1950, the National City Bank of New York 
established a loan plan for small businesses. The maximum 
loan under this plan is $10,000, and the maximum term of any 
loan is five years. "As of the end of 1953, 38,000 such 
loans, totaling $46,000,000, were outstanding and •... loss 
experience .••• was less than one-fourth of 1 per cent. 1'** 
All of these programs have probably been of some 
local benefit to small business concerns, but it would take 
a great many more of such programs to benefit.truly small 
business on a national scale. 
Other Private Credit for Small Business 
'' Insurance companies, such as Prudential 
and Metropolitan also have small business 
loan programs in operation. Life insurance 
companies have been able to invest in small 
business primarily through the mortgage loan 
route."*** 
*22, P. 88 
*~61, P. 27 
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In 1950 the Metropolitan Lit e Insurance Company 
set up a division to experiment with small business loans~ 
This plan was to be i n cooperation with local banks that 
were willing to take at least ten per cent of each loan.* 
Unfortunately, it must be said that the program has been 
notable only for its lack of success. 
Many cities and towns throughout the country have 
established industrial foundations, both as a mean$ to at-
tract new business and industries, and to aid existing firms. 
*22, P. 88 
11 An industrial foundation is a com-
munity finance corporation set up to 
carry on and extend the services cus-
tomarily provided by chambers of com-
merce in the industrial development of 
their communities. The primary purpose 
of the industrial foundation is to· bring 
new industrial enterprises into the com-
munity, although it may also be interested 
in assisting local manufacturing firms. 
It achieves its purpose primarily by 
financing requirements for factory space. 
It may also furnish other aid by leasing 
or sel l ing industrial sites at or below 
cost, by loans or other financial aid, 
and by providing managerial assistance, 
subsidies such as free rent or land, and 
exemption from · property taxation. 11* 
Because industrial foundations are local in nature and . 
operate with limited funds, they generally cater to small 
manufacturing concerns. 
The Louisville, Kentucky, Industrial Foundation 
provides an excellent example of the action of an indus-
trial foundation outside the New England area. 
The Louisville Industrial Foundation was estab-
lished in 1916 and is now one of the oldest active founda-
tions in the country. Total paid-in capital of the founda -
tion f rom the sale of stock has reached nearly $900,000. 
The foundation has authority to make loan~ or invest in 
manuf acturing establishments in Louisville and its vicinity.** 
The maximum loan to any one concern is $100,000 and loans 
may be made for construction or enlargement of plant facil-
ities, for equipment modernization, or for other purposes 
usually associated with equity capital. Two-thirds of the 
directors of the foundation must approve any loan or invest-
ment. 11The Foundation may not invest more than 10% of its 
capital in any one concern, nor may it advance financial 
aid that will exceed one-third of the total paid-in capital-
ization. 11 *** 
Capital advances had been made to 44 new or es-
tablished manufacturing firms through 1944 and 36 of these 
*32, P. 1 
**ib i d.' p. 4 
***ibi d, P. 4 
firms were still in operation in 1950.* T~irteeh of the 
firms aided by loans or equity investment were completely 
nevJ establishments; eight of those aided were recently 
f ounded firms in need of capital for expansion purposes; 
twelve firms were relocations from other cities, and .eleven 
firms assisted were old established concerns in need of 
financial aid.** 
"As it grew in experience, the Founda-
tion developed the following policies that 
contributed materially to the success with 
which it attained its ob j ectives: (1) it 
sponsored diversified types of industries; 
(2) it agreed to liberal financial arrange-
ments; (3) it arranged flexible repayment 
schedules, adapted to the client's ability 
to pay; (4) it maintained close and personal 
relationships with its client concerns; 
(5) it operated as a quasi-public institu-
tion; (6) it avoided competition with 
existing lending institutions. 
11 The Foundation in 1944 had liquid assets 
of $400, 000 and a reserve against possible 
losses amounting to $90,000, in addition to 
industrial investments of $567,698. "*** 
*32, P. 1 
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New England now has an abundance of industrial 
foundations, the oldest dating back .to ·1912. A survey by 
the Federal Reserve Bank of Boston in 1952 disclosed that 
thirty~six New England communities had industrial develop-
ment corporations whose primary function was indirectly 
assisting sma11 NevJ England manufacturers with venture 
capital problems by providing plant space on a rental or 
long-term purchase basis.* Since completion of that survey, 
the number of industrial foundations has increa.sed rapidly. 
Of the local industrial development f·oundations 
located in New England in June, 1952, twelve stated they 
would mal{e loans to manufacturers, and six stated they 
would invest equity capital .** 
At the time of the survey, the Federal Reserve 
Banl{ stated: 
11 Seven have actually loaned money. 
Only three have purchased stock. 
11All of the foundations that will make 
loans except one require bank rejection 
of loan requests before they will handle 
them. The seven groups have had about 
fifty applications for loans and approved 
nineteen. They have loaned an estimated 
$1,281,700. Most of the loans were of the 
long-term amortizing type. Complete 
*35, p. 1 
**ibid., p. 4 
figures on repayments are not yet avail-
able, but most of the loans have either 
been repaid or are being repaid satis-
factorily. There have been defaults in 
a few cases. Interest rates have ranged 
from 2 to 6 per cent, i'Jith an average 
rate of 4~· per cent. 11 * 
' ~ 
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Within recent years, industrial foundations have 
vwrked with conventional financial institutions and devel-
opment credit corporations, by providing considerable third 
mortgage money for new plant construction for small manu-
facturers. 
A more recent survey by the Federal Reserve Bank 
of Boston disclosed that at least seventy-five local indus-
trial development corporations had been organized in New 
England through 1955.** Twenty-three of these corporations 
had made 82 loans aggregating $3,190,900. From May, 1952, 
through December, 1955, eighteen corporations made 42 loans 
aggregating $1,909,200.*** 
*35, P: 4 
**31, P .6 
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CHAPTER VI 
PRELIMINARY STEPS TO ORGANIZATION OF THE DEVELOP-
MENT CREDIT CORPORATIONS OF THE NETtJ ENGLAND STATES 
The Development Credit Corporation of Maine 
l\1aine was the first of ·the New England states to 
form a development credit corporation. The Development 
Credit Corporation of Maine was created by an act of the 
state legislature in 1949. Primary credit for leadership in 
the formation of the corporation is given to Arthur F. 
Maxwell, President of the First National Bank of Biddeford, 
r.1aine. Early in 1949 Mr. Maxwell organized the members of 
the Maine Bankers Association, leading public utility execu-
tives and industrialists in Maine to work together to devise 
some form of private financial institution that would be able 
to extend financial assistance to the numerous small indus-
trial firms in the state that were unable to obtain financing 
from existing institutions. Like the other New England 
states, Maine had seen many of its industries move off to 
the South in search of cheaper labor and raw materials imme-
diately after World War II. Rather than request government 
aid, this group of Maine bankers and businessmen decided to 
solve the problem for themselves. It was decided to set up 
a banker-businessman 11 co-op 11 lending group to provide loans 
to small businesses unable to obtain bank loans. 
"The formulators of the plan recognized that 
conventional financial institutions have a 
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primary concern for the safety of the funds 
entrusted to them and are not able to enter 
the risk capital field to any great extent. 
By pooling the small part of their resources 
which they can risk, however, these institu-
tions could provide a considerable amount of 
venture capital and still avoid serious risk 
to any one institution. The sponsors founded 
the Development Credit Corporation of Maine 
to channel some of the funds of Maine's 
financial institutions to new ventures and 
to facilitate to expansibn of promising 
smaller concerns."* 
As mentioned above,the organizers recognized that 
two distinct advantages could be realized from this pooling 
of funds of conventional financial institutions: (l) A 
considerable amount of risk capital could be provided by 
such a pool, and (2) serious risk to any single financial 
institution would be avoided. 
The organizers decided that the Development Credit 
Corporation of Maine would make loans to three groups of 
businesses. It was recognized that the majority of . loans 
would go to small business firms that were already operating 
in the state but were in need of funds for working capital 
or expansion purposes. In order to encourage new business 
* 37' p . l 
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firms to locate in Maine and expand the economy of the state, 
loans were authorized to be made to small business firms 
needing money to begin operations and also to small busi-
nesses already in opperation in other states that desired 
to relocate in Maine. 
Certain objections had to be overcome by Mr. 
Maxwell and his group before the Development Credit Corpora-
tion of Maine could become a reality. After enthusiasm had 
been generated among the bankers and businessmen of the 
state, it was necessary to generate political enthusiasm 
for the organization. This was necessary because the 
sponsors chose to seek a special charter from the legisla-
ture instead of a charter under the general laws. 
Another problem was obtaining the approval of the 
state banking commissioner to allow Maine banks to become 
members of the corporation. Two concessions were made to 
obtain such approval. First, it was agreed that stock in 
the Development Credit Corporation of Maine would be sold 
only to non-bank subscribers. Second, the corporation was 
to be subject to the examination, supervision and control 
of the bank commissioner and was to make reports of its 
condition to him as he might require. 
After these problems had been overcome, the De-
velopment Credit Corporation of Maine became a reality in 
late 1949 and began operations early in 1950. This was 
the first such organization of its type in the country. 
The New Hampshire Business Development Corporation 
The beginning of the New Hampshire Business Devel-
opment Corporation was similar to that of the Development 
Credit Corporation of ~mine. By 1951, it was recognized 
that an additional source of long-term credit was needed by 
the small business concerns of New Hampshire. Two separate 
studies, one conducted by the Governor's Industrial Advisory 
Committee, the other by the New Hampshire Bankers' Associa-
tion, determined that a development credit corporation such 
as existed in Maine was the answer to the problem.* 
As in Maine, approval of the state banking com-
missioner had to be obtained. The same procedure was follow-
ed in New Hampshire with one exception. The New Hampshire 
Business Development Corporation is not considered a banking 
institution and does not pay a fee f or examination by the 
state banking commissioner. However, it is subject to his 
supervision and examination, and must report to him as he re-
quires. 
An act creating the Nev·I Hampshire Business Develop-
ment Corporation was passed as House Bill No. 417 by the 
legislature of the State of New Hampshire on July 10, 1951. 
The Massachusetts Business Development Corporation 
Preliminary plans for some type of development 
credit corporation for Massachusetts began as early as 1951. 
By that time indications \-Jere that the Development Credit 
*33, P . 3 
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Corporation of Maine was a distinct asset to the industry of 
that state, and it was thought such a corporation might also 
prove beneficial to Massachusetts industry. 
The first plan for a development corporation for 
Massachusetts was introduced to the state legislature in 
1951 by Sumner \fuittier, then a state senator. r"'r. vlhittier 
plugged hard for his bill for a corporation modeled after 
that already in operation in Maine, but was unsuccessful in 
his efforts to obtain financial and legislative approval. 
The Republican State Committee then took up the idea as a 
part of its Republican legislative program for 1952. Even 
this strategy failed to ·work as financial concerns, rather 
than showing interest'')::._ in the plan, exhibited open hostility.* 
Representative Charles Gibbons, then House minority leader, 
led the drive in the 1952 legislature for passage of the bill, 
but v-1as unable to bring forth suff icient support to gain 
passage. 
Also in 1952, Governor Dever proposed "a grandiose 
plan to provide $250,000,000 in capital funds for new and 
existing industries."** This plan went far beyond those de-
veloped in Maine and New Hampshire, and found little f avor 
among financial and business interests in ~~ssachusetts. 
By 1953 it appeared that f inancial interests had 
become more favorable toward a development corporation. 
*Perhaps an indication _of this reversal of 
thinking is the report of the Committee of 
Nev~ England of the National Planning Asso-
ciation which pointed up the need for long-
term credit for New England business. Fur-
thermore, the Blanchard Report also proposed 
the development credit idea for Bay State 
industry."* 
The Committee of New England, in its report on the 
region's financial resources, ·warned that neither a develop-
ment corporation nor any other single device could be counted 
on as a panacea, but it strongly endorsed the corporation idea 
as part of an over-all program of development. 
"Perhaps one of the more important functions 
which such an agency canperform is to help 
shm-J prospective manufacturers ~hat the 
community or state is vitally interested in 
their welfare . To dispel the instinctive 
fears or antagonisms which some businessmen 
have toward any government helps to develop 
the healthy optimism which is necessary for 
investment."** 
In his campaign for Governor in 1952, Christian 
Herter stated that the major need of the state was to build 
* 25 
** 1 
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up its industrial capacity and provide more job opportuni-
ties. He recognized that the government's role in such a 
build-up must be an indirect one, in that it can provide the 
conditions under which industry thrives but it must not enter 
the industrial field itself. It was thought that Mr. Herter 
was thinking of a development corporation \'lhen he made such 
statements. 
In his inaugural message in January, 1953, 
Governor Herter mentioned ''the diff iculty of obtaining ven-
ture capital for new firms or expansion of old ones'' was one 
of the disadvantages facing Massachusetts industry, but at 
that time he gave no specific plan for correcting this dis-
advantage.* 
However, on May 14, 1953, Governor Herter called 
together a large. group of leading businessmen and financiers 
from all parts of the state and outlined his plans for the 
formation of a privately-financed Massachusetts Business De-
velopment Corporation designed to attract new industries to 
the state, rehabilitate and expand existing companies and 
establish a source of credit not otherwise readily available 
f or economic development of the state. This group was al-
most unanimous in its approval of the plan he had outlined. 
Governor Herter recognized that Maine, New Hampshire, Rhode 
Island, and Vermont had already passed bills establishing 
development corporations, and that it was 11 essential that 
l..Q2. 
the competitive position of Massachusetts in relation to 
other states be strengthened by the creation of such a pri-
vate corporation for Massachusetts."* 
On this same day, May 14, 1953, the Boston Chamber 
of Commerce fully endorsed Governor Herter's plan. Mr. 
Paul T. Rothwell, President of the Chamber, said: '\t!e be-
lieve the plan is a constructive approach to our current 
economic problems."** Mr. Rothwell said the Chamber felt 
that the need for such a corporation had already been es-
tablished as shovm by surveys conducted by the Federal Re-
serve Bank and the Massachusetts Development and Industrial 
Commission, and that such a corporation would be a valuable 
vJeapon in r'lassachusetts 1 fight to maintain a strong position 
in the industrial compet:Ltion bet\-Jeen the states. It was 
thought that a business development corporation in I~ssachu­
setts would advertise to the country that Massachusetts 11 not 
only wants industry to locate and expand here but we are 
willing to lend a helping hand to the right kind of enter-
prises. 11*** 
At this meeting Governor Herter appoiQted a com-
mittee of seven business leaders, headed by Irwin L. Moore, 
President of the New England Electric System, to determine 
the extent to which financial institutions would support 
1:03 
the plan. The Governor recognized that "success depends on 
the willingness of business to invest in it and the coopera-
tion of Massachusetts financial institutions in making loans 
to it."* vlhen the committee reported that there appeared 
to be strong support among the financial and business in-
terests in the state, Governor Herter presented the measure 
to the state legi slature in a special message in June, 1953. 
After some delays, the Massachusetts Business Development 
Corporation was established by the legislature on July 3, 
1953. 
The Rhode Island Development Company 
A development credit corporation for Rhode Island 
was first proposed in 1952. Governor Roberts strongly sup-
ported a bill for formation of the Rhode Island Development 
Company which was · introduced in the 1952 legislature. How-
ever, political, business, and financial support failed to 
appear and the bill was defeated in the closing hours of the 
legislature. 
Greater support for the proposal developed in 1953, 
and a subcommittee of the Industr ial Development Committee 
of the Providence Chamber of Commerce led to the formation 
of the Rhode Island Development Company which was approved 
by the Rhode Island legislature in 1953.** 
The Vermont Development Credit Corporation 
The Vermont legislature passed an act enabling 
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formation of the Vermont Development Credit Corporation in 
1953. Hm'iever, there has been very little support for the 
Corporation in Vermont, and it was not until 1957 that the 
.corporation had sold the $50,000 worth of stock that was 
necessary before it could begin business. An editorial 
appeared in the Rutland (Vermont) Herald in the summer of 
1957 pointing out that Vermont was the only one of the New 
England states without an active and functioning develop-
ment credit corporation, and "one cannot help wondering if 
there is a connection between that fact and the other fact 
that Vermont is the least industrialized of any state in the 
Northeast."* 
The Connecticut Development Credit Corporation 
Connecticut was the sixth and final New England 
state to form a development credit corporation. The Connect-
icut Light and Power Company ~vas the driving force in es-
tablishing the Connecticut Development Credit Corporation .** 
Legislation creating the corporation was passed by the 
Connecticut legislature late in 1953 . 
*47, P. 6 
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CHAPTER VII 
FORMATION OF THE DEVELOPMENT CREDIT CORPO-
RATIONS OF THE NEW ENGLAND STATES 
Specia l Charters of t he Corporations 
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All of the New England deve l opment credit corpora-
tions were chartered under s pecial legislation rather than 
under the general i ncorporation laws of the various states. 
These charters are all quite similar, but vary in slight 
deta i ls to meet local needs and conditions. 
The most i mportant reason f or being chartered 
under special legislati on is that a spec i al charter spe-
cifically made participation legal f or state chartered 
financial institutions, public utilities, and others. For 
example, Sect i on 6 of the Charter of the Massachusetts Busi-
ness Development Corporat i on states: 
11 Notwithstanding any rule at common law 
or any provision of any general or special 
law or any provi s i on in their respective 
charters, a greements of association, 
articles of or ganization or trust indentures: 
(1) all domest i c cor porations organized for 
the purpose of carrying on business within 
this commonwealth, including wi thout implied 
limitation any electri c or gas company •••. 
any railroad corporation ..•• and all trusts, 
are hereby authorized to ac quire, purchase, 
hold, sell, assign, transfer, mortgage~ 
pledge or otherwise dispose of any bonds, 
securities or other evidences of indebted-
ness created by, or the sbzres of the 
capital stock of, the corporation, and 
while owners of said stock to exercise 
all the rights, powers and privileges of 
ownership, including the right to vote 
thereon, all VJithout the approval of any 
regulatory authority of the commonwealth. 11 * 
This thought is carried somewhat further in Sec-
tion 6 of the charter of the Rhode Island Development Com-
pany. In addition to allowing public utilities in Rhode 
Island the above powers, the charter states: 
"The charters of all corporations subject to 
regulation by the public utility administrator 
are hereby amended to the extent necessary 
to authorize the purchase, sale, or other dis-
position of the bonds, securities, or other 
evidences of i ndebtedness created by, or 
the shares of the capital stock of this 
corporat i on ••.. 11 ** 
Special charters also made stock of the develop-
ment corporations 11 legal investments 11 for certain types of 
*79, P. 4 
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fiduciaries who otherwise could not purchase it due to the 
risk element involved. The Massachusetts charter does not 
' 
a l low any financial institution to purchase stock of the 
Massachusetts Bus i ness Development Corporation unless the 
institution becomes a member of the corporation, but the 
charter states: 
11 Each financial institution which be-
comes a member of the corporation is 
hereby authorized to ac quire, purchase, 
hold, se l l, assign~ transfer , mortgage, 
pledge or otherwise dispose of, any bonds, 
securities or other evidences of indebted-
ness created by, or the shares of the 
capital stock of the corporation, and 
while owners of said stock to exercise all 
the rights, powers and privileges of owner-
ship , includi ng the right to vote thereon, 
all without the approval of any regulatory 
authority of the commonwealth."* 
In addition to ma king public utility participa-
tion possible and ma1cing development credit corporation 
stock purchases 11 legal " , the special charters also serve 
the purpose of showing that legislative and executive 
branches of the various state governments f avored the plans 
and lent their support to the corporations. 
*79, P. 4 
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The special charters also have certain public re-
lat i ons and educationa l values. They exhibit to bus i ness 
interests that the state has an interest in growth and ex -
pansion of industrial facil i ties, rather than oppression of 
business. The publicity given to the legis lat~ve Acts by 
newspapers and magazines offered the people of the states 
an opportunity to know and understand the purposes for which 
the corporations were established. 
Although the charters gi ve the corporations a wide 
possib l e fie l d of operations, the basic purpose for estab-
lishment of the corporations was to make medi um and long -
term loan funds available to small and medium-s i zed busi-
nesses, which could not obtain bank loans. I'·1r. Sherwin c. · 
Badger, a member of t he esecutive committee and a director 
of the Massachusetts Business Development Corporation, 
stated in a letter dated January 11, 1954, whi ch vJas sent 
to all members of the Board of Di rectors: 
*83, P . l 
11 0ur primary f unction, I firmly believe, 
is going to be the furnishing of semi-
permanent, med~um-term f inancing to perfect-
ly sound enterprises that through no f ault 
of thei'r own have no other f inanc i al i nsti-
tut i ons to turn to. n* 
"The Massachusetts Business Development 
Corporation is the only type of agency 
.. 
(other than a Government financed tax 
exempt corporation) i'lhich can possibly 
meet the legitimate needs of perfectly 
sound small or medium-sized businesses, 
f or semi-permanent capital in the form 
of medium-term loans or equity. 11* 
11By all the above, I do not mean to 
belittle the opportunities of the Corpo-
ration to a i d in community development, 
etc., etc., and helping to start new 
business enterprises, etc ... 11 ** 
The general purposes as stated in the charters 
actually envision a much wider field of operations than mak-
ing loans. Section 3 of the Act creating the New Hampshire 
Business Development Corporation states: 
"The purposes of this corporation shall be 
to promote, assist, encourage and through the 
cooperative ef f orts of the institutions and 
corporations which shall from time to time 
become members thereof, develop and advance 
the business prosperity and economy of the 
state of NevJ Hampshire; to encourage new in-
dustries and to rehabilitate existing indus-
tries in the state of New Hampshire; to 
*83, P. 5 
**ibid.' p . 5 
promote and stimulate the expansion of 
New Hampshire business ventures which tend 
to increase the growth and thrift of the 
state; to cooperate and act in conjunction 
with other organizations, the ob j ects of 
which are the promotion of industrial, 
agricultural and recreational -developments 
within the state; and to loan to approved 
and deserving applicants money for the 
carrying on and development of all kinds 
of business undertakings in the state of 
New Hampshire, thereby establishing a 
medium of credit not otherwise readily 
available ••.. "* 
:!LJfO 
The Rhode Island Development Company is the only 
one of the New England corpoations that has extended its ac-
tivities beyond the lending function. The company financed 
a study by a consulting firm to determine promising indus-
trial opportunities in Rhode Island. The development com-
pany also purchased a large building formerly used by a tex-
tile manufacturer who needed funds and only about half the 
space in the plant. The corporation leased space back to 
the manufacturer and is renovating the remaining space to 
make it suitable for a number of small business concerns.** 
*91, PP. 1-2 
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As the financial positions of the corporations 
improv~, there will probably be an increasing amount of ac-
tivity of this type. 
Capital Stock 
Each development credit corporation has been 
authorized to issue capital stock as an e quity base for the 
corporation and its operations. Funds realized from stock 
sales were used mainly to finance initial operations and 
to provide some cushion against any losses incurred in the 
early life of the corporations.* 
The Massachusetts Business Development Corporation 
has the largest capital stock authorization; four .mi llion 
shares of common stock with a par value of One dollar each.** 
This common stock has been sold to the public at a price of 
ten dollars per share in order to create a capital surplus. 
The Development Credit Corporation of Maine 
originally had authority to issue five hundred shares of 
one hundred dollar par value stock. However, less than two 
years after operation of the corporation became active, it 
was realized that income from the original stock issue was 
an insufficient equity capital base. On August 20, 1951, 
the charter of the corporation was amended to allow the 
corporation to issue 1,500 shares of $100 par value stock.*** 
Because the New Hampshire Business Development 
*33, P. 1 
**79, P. 4 
***71, P. 383-2 
Corporation was organi zed soon after the Development Credit 
Corporation of Maine, the charter of the New Hampshire Corpo-
ration also authorized an insufficient original capital 
stock issue of _1,000 shares of no par value stock at $100 
per share. On October 26, 1955, the original charter was 
amended to authorize the .corporation to increase the capital 
stock to 2,500 shares of no par stock to be i ssued for $100 
per share.* 
The other three New England corporations have vari-
ous amounts of stock authorized. The capital stock of the 
Vermont Development Credit Corporation consists of 50,000 
shares of common stock with a par value of five dollars per 
share**; the Rhode Island Development Company has been 
authorized to issue 200,000 shares of one dollar par value 
stock***; the Connecticut Development Credit Corporation has 
an authorized capital stock issue of 5,000 shares of no par 
value stock which is issued at $100 per share****· 
The number of stockholders in each corporation is 
quite small at the present time. For example, as of June 30, 
1957, the Massachusetts Business Development Corporation had 
the largest number of stockho l ders, 236, and had sold the 
most stock, $763,510, of any New England corporation.***** 
The Rhode Island Development Company had only 18 stockholders, 
*91, P.2 
**100, P. 2 
*~~97, P. 3 
**~*69, P. 3 
*****78, P. 3 
ll3 
as of the same date.* Chart 1 shows the amount of stock 
sold and the number of shareholders in each New England 
corporation as of June 30, 1957. 
11 No corporation has yet made a deter-
mined effort to sell stock to the general 
public . The advantages of selling stock 
in fa i rly sizable lots to a relatively 
small number of stockholders seem to out-
weigh whatever advantages may be gained 
through obtaining a broader base of sup-
port from the general public, at least 
in the init i al stage. 
11 Although the number of stockholders 
in each credit corporation is j:Juite small, 
they represent a wi de variety of interests. 
Manufacturing firms, utilities, railroads, 
merchants, brokers, lawyers, contractors, 
newspapers, chambers of commerce, service 
concerns, trucking companies, and other 
types of businesses and individuals are 
included among the stockholders. "** 
For example, the Massachusetts Business Develop-
ment Corporation lists such diversified stockholders as: 
The Carter's Ink Company, United Shoe Machinery Corpora-
*78, P. 3 
**33, P . 3 
CHART 1 
STOCK SOLD AND NUMBER OF STOCKHOLDERS OF THE 
DEVELOPMENT CREDIT CORPORATIONS OF NEW ENG-
LAND AS OF JUNE 30, 19.57 
$800r---------------------------------~--~ 
STOCK 
SOLD 
IN 
THOUSANDS 
TOTAL AMOUNT OF STOCK SOLD 
$1,27.5 ,710 
. 9~ : 
·. 2i4 ' 97 
. c . 
-
-
-
95 
-
. •'. 
TOTAL NUMBER OF STOCKHOLDERS 
758 
RIDC CDCC NHMDC DCCM VDCC 
Source: Data obtained from Northeastern Development Credit 
Corporation 's Report, Six Months Ending June 30, 
1957 • PP. 1-I.J. 
tion, Western Massachusetts Electric Company, the New York, 
Ne v~ Haven and Hartford Railroad Company, Stop and Shop, 
Inc., Berkshire Life Insurance Company, and United Fruit 
Company.* 
By-laws of the Rhode Island Development Company, 
the Connecticut Development Credit Corporation, and the New 
Hampshire Business Development Corporation have established 
s imilar restrictions on ownership and transfer of capital 
stock. Article VI of the By-laws of the New Hampshire Busi-
ness Development Corporation stat es: 
!
1At least a ma j ority of the capital 
stock shall at all times be held by 
residents of New Hampshire or by persons, 
firms or corporations engaged in doing 
business therein. A stockholder desiri ng 
to transfer stock shall info~ the 
Treasurer in advance if the proposed 
transferee is a non-resident and is not 
engaged in doing business in New Hamp-
shire ; and the proposed transfer sha l l 
not be allowed or registered upon the 
books of the corporation, if to do so 
would violate the foregoing provision."** 
The other three corporations have not established 
such restrictions. 
*87, PP. 15-18 
**92, P. 4 
Institutional Members 
The major source of the loan funds of the develop-
ment credit corporation is derived from loans to the corpo-
rat i ons by the member financial institutions. As mentioned 
previ ously, the charters allow financial institutions to 
become members of the corporations and lend funds to the 
corporations. These loans are "accepted by regulatory 
authorities to be carried at full value on the balance 
sheets of the landing financial institutions. "* Loans to 
the corporations are evidenced by bonds or notes of the 
corporations and bear interest at varying rates. In Maine 
and New Hampshire, the corporations determine the rate of 
interest to be paid; in Massachusetts the rate is fixed at 
one-quarter of one per cent above the prime rate by the 
charter, and in Rhode Island the member financial institu-
tions determine the rate of interest to be paid on their 
loans . The Development Credit Corporation of Maine and the 
New Hampshire Business Development Corporation have been pay-
ing interest at the rate of 2% for member loans. This is 
considerably under the rate paid by the other corporations. 
The Seventh Annual Report of the Development Credit Corpo-
ration of Maine recognized this fact and reported: 
*10, P. 36 
11A pioneering development, such as 
the Development Credit Corporation, re-
quires a rather flexible policy and a 
large degree of open-mindedness. As 
condi t i ons change, we have to alter our 
thinking. One matter, which our Loan Com-
mittee has been discussing seriously, is 
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the matter of interest rates. We al l know 
that a radical change in interest rates has 
occurred in the last year. In the beginning 
a 2% payment on advances by member banks 
seemed t o be fair and in line with existing 
condit i ons. We feel that eventually we 
must increase this rat e. 11 * 
Each member is limited as to t he amount that it 
can lend to the corporation. These loan limits vary from 
state to state. For example, the Rhode Island Development 
Company charter has established the following limits: 
(1) Commercial Banks and Trust Companies - 2~ of the 
capi tal and surplus. 
(2) Savings Banks - 2~ of one-ha l f of the total surplus 
accounts. 
(3) Building and Loan Associations and Cooperative Banks 
- 2~ of the guaranty funds, surplus and undivided 
prof its. 
(4) Stock Insurance, Surety , Fire, Marine or Casualty Com-
panies - 2~ of the capital and s urplus . 
(5) Mutual Insurance Compani es - 2t,% of the guaranty f unds 
or of the surplus , whichever is appl i cable. 
*74, P. 3 
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(6) Comparable limits f or other types of inst i t ut i ons.* 
In all states, the loan limi ts are established to 
the t housand dollar amounts nearest the amounts computed 
from the percentages. In all states, calls by the corpora-
tions on members for loans are prorated in a pproximately 
the same proportion that the maximum lending l imi t of each 
bears to the aggregate maximum lending l-imit of all members. 
As of June 30, 1957, the five active New England 
corporations had acquired 305 institutional members who had 
pledged a total of $16,229,310 in loan funds.** A state by 
state breakdown of the members and amounts pledged will be 
found in Table I. 
If all financial institutions eligible to become 
members were to become members, the five active development 
credit corporations would have potentially over $40 ,000,000 
in loan funds available for their call.*** For this reason, 
the corporations are making an active effort to get a l l 
eligi ble members to j oin. 
Directors and Staff 
The corporate powers are exercised by boards of 
directors which may vary between three and thirty-three 
members. In some states, the directors must be residents 
and stockholders, and there is usually some requirement 
that representation be given to all parts of the state on 
*97, P. 4 
*~78, PP. 1-4 
***33, P. 3 
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TABLE I 
NUMBER OF MEMBERS AND AMOUNTS PLEDGED BY MEMBERS 
OF THE ACTIVE NEtv ENGLAND DEVELOPMENT CREDIT 
CORPORATIONS - JUNE 30, 1957 
Massachusetts Business Deve l op-
ment Corporation 
National Banks & Trust Companies 
Savings Banks 
Insurance Companies · 
Others 
Totals 
Amounts Called 
Amounts Available to Ca l l 
Rhode Island Development Company 
National Banks & Trust Compani es 
Savings Banks 
Insurance Companies 
Others 
Totals 
Amounts Called 
Amounts Available to Call 
Connecticut Development Credi t 
Corporation 
National Banks & Trust Companies 
(No other members) 
Amounts Called 
Amounts Available to Call 
Development Credit Corporation 
of Maine 
National Banks & Trust Companies 
Savings Banks 
Insurance Companies 
Others 
Totals 
Amounts Called 
Amounts Available t o Call 
No. of 
Members 
90 
31 
11 
1 
133 
6 
3 
3 
1 
13 
26 
41 
5 
2 
48 
Amounts 
Pledged 
$ 5,508 ,260 
1,483,000 
3,585,000 
1,000 
$10,577,260 
3,500,000 
7,077,260 
$ 1,247,000 
135,000 
225,000 
50z.OOO 
$ 1,647,000 
704,000 
953,000 
$ 1,805,000 
1,204,900 
600,100 
$ 783,000 
151,000 
4, 000 
$ 938,000 
768,700 
169,300 
Table I (Continued) 
New Hampshire Business Develop-
ment Corporation 
National Banks & Trust Companies 
Savings Banks 
I nsurance Companies 
Others 
Totals 
Amounts Called 
Amounts Available to Cal l 
No. of 
Members 
45 
34 
1 
_2. 
85 
120 
Amounts 
Pledged 
$507,000 
· 717,000 
8,000 
20,050 
$1,252,050 
607,870 
644,180 
Source: Figures compiled from Northeastern Deve l opment 
Credit Corporation's Report, Six Months Ending 
June 30, 1957. 
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the board of directors. Directors and officers serve with-
out f i nancial compensation. Because members supply the 
major portion of the financial resources, they elect a 
majorit y or two-thirds of the directors of each development 
credit corporation. 
Paid staffs are very small. In some states the 
entire paid staff consists of a manager to handle the day-
, 
to-day affairs of the corporation,and his secretary. The 
Massachusetts Business Development Company has the largest 
staff of any New England corporation. 
\ 
CHAPTER VIII 
LENDING OPERATIONS OF THE CORPORATIONS 
Lending Authority 
The lending power of each New England development 
credit corporation has been specifically spelled out in its 
corporate charter. For example3 Section 3(b) of the charter 
of the Rhode Island Development Company states that the 
corporation shall have the power: 
*97, P. 2 
"To lend money t o and to guarantee, 
endorse, or act as surety on the bonds, 
notes, contracts or other obligations of, 
or otherwise assist financially, any person3 
firm, corporation or association, and to 
establish and regulate the terms and condi-
tions with respect to any such loans or 
financial assistance and the charges for 
interest and service connected therewith. 
It is not the intention hereof to take from 
the banking or financial institutions within 
this state those loans or commitments whi ch 
may be desired by such institutions generally 
in the course of their business and which 
may generally pertain to such business."* 
12~ 
All of the corporations with the except i on of the 
Vermont Development Credit Corporation and the ~assachusetts 
Bus i ness Development Corporation have estab l ished some re-
strictions in their by-laws regarding loans made by the 
corporation. Article VII of the New Hampshire Bus i ness De-
velopment Corporation By-Laws states: 
11 The corporation shall loan money onl y 
when credi t is not elsewhere readily avail-
able. Before granting loans, the Board of 
Directors shall endeavor so far as is 
reasonably possible t o ascertain that the 
first opportunity t o grant the l oan has 
been g i ven to the savings banks, trust 
compani es, nat i onal banks, building and 
loan associati ons, a nd insurance c om-
panies of the state, wi th preference gi ven 
to members. 
11 No one person, f i r m or corporation shall 
at any time be · granted loans by t his corpo-
ration aggregat i ng i n principal amount, more 
than thirty (30) per cent of the maximum 
call pri v i lege of the corporation and its 
pai d-in capital. 
nAs a condition to the granting to a corpo-
ration of a loan or loans, said corporation 
shal l include among its Board of Directors at 
least one representative of the Board of 
Directors of this corporation~ if the 
Directors of this corporation deem the 
same to be advi sable. He may or may not 
be a member of the Board of Directors of 
this corporation . 
"As a condit i on to the granting to a 
corporation of a loan or loans, said 
corporation shall issue to or cause to 
be transferred to this corporation such 
number of shares of its capital stock 
as the Directors of this corporat i on may 
determine, if they deem such requirement 
to be advisable. 
11 The Board of Directors shal l have 
the power to fix interest rates upon 
loans made, to determine service charges 
and fees, and to superintend al l invest-
ments of the corporation's funds and all 
loans to be made and to fix the terms 
and conditions thereof . The surplus of 
the corporation .• • • shall be invested, at 
the direction of the Board of Di rectors, 
solely in accordance with the re quirements 
governing trustees of estates under state 
law. 
12U 
11 The Board of Directors shall have the 
power to appo int local advisory boards to 
advise and consult regarding loans made or 
to be made. 11 * 
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As previ ously mentioned, a l l development credit 
corporations require bank rejection of a proposed loan, 
before they will handle an application for financing. In 
many cases, banks rejecting loans recommend to the appl i cant 
that he apply to his development credit corporation for the 
loan . Detailed information is required from the prospect i ve 
loan applicant. The Application for Financing with the 
r~ssachusetts Business Development Corporation re quires such 
inf ormation as a breakdown of the major purposes for the use 
of the requested loan; collateral available to secure the 
loan such as fixed assets and life insurance; a complete 
business h i story of the company including details of any 
receiverships, bankruptcies, or compromises 'iJi th creditors 
and any financial embarrassments of officers, directors, or 
principal stockholders; names and addresses of principal 
trade suppliers, customers, and compet i tors; applications 
for credit with banks .or other lending institutions in the 
previous five years; and detailed financia l statements for 
the l ast five years i ncluding a balance sheet and profit 
and loss statement dated within 30 days of the application.** 
*92, P. 4 
*i!-80 , PP. 1-6 
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Various procedures are followed in processing 
loan a pplications. A good example of the careful scrutiny 
of the applications is the process followed by the Devel-
opment Credit Corporation of Maine. 
(l) The manager screens applications and investi-
gates and evaluates information presented by each applicant 
such as his reasons for seeking funds, his plant facilities, 
production techniques, and related matters. 
( 2) Regional advisory boards of· banlers and business-
men further investigate the character, reliability, and 
financial responsibility of applicants from their areas. 
These advisory boards also try to determine if any financial 
institution in the region is interested in assuming the loan. 
(3) A Credit Committee then reviews the reports 
from the manager and the Regional Advisory Board, works out 
terms \vith the borrower, and then recommends to the Board 
of Directors whether to accept or decline the application. 
(4) The full Board of Directors then passes on the 
loan, and if the application is accepted the Board makes 
arrangements for a nearby bank to service the loans .* 
Most loans have been made at a 6 per cent rate of 
interest, and some states have also imposed a 1 per cent ser-
vice charge. Some of the development credit corporations 
have accepted common stock of the borrower in lieu of the 
customary service charge. 
*37, P. 2 
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Lending Operations Through June 30, 1957 
Since the Development Credit Corporation of Maine 
began operations early i n 1950, the five active New England 
corporations had received 799 formal loan applications 
through June 30, 1957.* 
The Development Credit Corporation of Maine has 
received 238 loan requests and has approved 71 for a total 
of $1, 879,799. As can be seen from the above figures, the 
a pproval rate of requests has been about 30 per cent. How-
ever, thi s average has been steadily rising and in the 18-
month period from January 1, 1956 through June 30, 1957, the 
corporat i on approved 13 of 26 a pplications processed.** 
Mr. M. Herrick Randall, manager of the Development 
Credi t Corporat i on of Maine has summarized the accomplish-
ments of the corporat i on and its loans as follows: 
11 The borrowers to whom these loans have 
been made are current l y responsible for 
over 4,500 jobs with an aggregate annual 
payrol l of $10,300,000 . TtJhile claim is 
not made to having created all of these as 
new jobs, a considerab l e number are, and a 
large percentage would not exist today if 
the f inancial a i d supplied had not been 
available. 
*78, PP . 1-4 
*~ib id., P. 2 
11 Its loans are made principally to small 
bus i ness concerns. Only two of its borrow-
ers empl oy more than 500, and only eight of 
its loans have been for the maximum of 
$75,000. Loans run from $2,000 to $75,000, 
with an average loan disbursed of $29 ,524. 
Over 64 per cent of its loans are under 
$35 ,000 with maturities running from five 
months t o 14 years with an average of 
approximately six years. 
"Loans have been made to a broad segment 
of Maine industries with 14 different types 
represented. 
"It has participated i n the financing of 
ten new buildings encompassing over 400, 000 
s quare f eet of s pace. 
"Eight hundred and seventy thousand 
dollars of Deve l opment Credit Corporation 
of Maine's loans have made possible the use 
of $1,437,749 in first mortgage money which 
might not otherwise have been available. 
"Four loans have resulted in the utiliza-
tion of 103, 000 square feet of f ormerly 
vacant buildings, now housing over 515 em-
ployees . 
''It has assisted in the establi shment of 
two new concerns not previous l y in existence. 
11 Ten loans have been made direct l y for in-
dustrial development, resulting in a sizable 
job increase. 
11 Loans of $254,000 have been made to 
assist in moving six concerns i nto I'vJaine. 11 * 
These are a few of the accomplishments claimed by 
the Development Credit Corporation of Maine. 
The I~ssachusetts Business Development Corpora-
tion has received 204 requests for financial assistance and 
has approved 94 of these applications for a total of 
$13,409,500. The average size loan granted by the Massa-
chusetts corporation has been slightly over 1~ 142,500, an 
average far above that of the other corporations.** Some 
examples of loans made by the Massachusetts Business Devel-
opment Corporation should be of interest. 
The corporation loaned $30, 000 to a s pring manu -
facturer for worki ng capital purposes and to repleni sh funds 
util i zed i n construction of an addition to the manufac-
turer's plant; $25,000 to a plastics manufacturer to provide 
working capital for an increased volume of business; 
$13,000 to a tool and die company to supplement first mort-
gage financing and company investment to provide for con-
struction of a new plant; $300,000 to a fish processing 
*6, PP. 10-12 
**37, P. 3 
1 3:0 
company f or constructi on of a new modern product i on facility; 
and $150,000 t o an industrial development pro j ect to finance 
compl etion of four new buildings and future development of 
the pro j ect.* 
One outstandi ng example of the cooperation of the 
M.B.D.C. with a l ocal industrial development foundation is 
illustrated in the 1955 annual report of t he M.B.D.C. 
11 In 1954 a group of Lawrence businessmen 
raised $100, 000 and agreed to supply an addi~ 
tional like amount if needed, for the purpose 
of bringing new diversified industries to the 
City. The Arlington Mills, comprising 
1,800,000 s quare feet of manufacturing space, 
which had been idl e for some years, were pur- ' 
chased by the aid of a mortgage loan of 
$325, 000 f rom the Massachusetts Business De-
velopment Corporat i on. Within less than one 
year new industries employing 3,500 people, 
with an a ggregate payroll of $12,000,000 
were brought to lawrence. Our loan was paid 
in full in eight months, and we have recent-
ly l oaned this same group $200,000 fo r the 
purpose of renovating one of the remaining 
buildings to be occupied by a Federal Unit 
*87, PP. 18-19 
with about 500 new workers for the Lav~rence 
area under a long-time lease."* 
Of the 94 loans a pproved by the Massachusetts 
Business Development Corporation, six have been made to 
assist firms to relocate in Massachusetts, and four have 
been made to assist in establishing new businesses.** Nine 
loans totaling $1,232,500 have already been repaid in full 
to the corporation.*** 
Through 1955 the Massachusetts Business Develop-
ment Corporation had assisted in the financing of 12 new 
modern industrial buildings generally by taking second 
mortgages to fill the gap between the money available on 
f i rst mortgages and on equity money.**** 
The Rhode Island Development Company had received 
96 requests for loans totaling $5,208,500 through June 30, 
1957. The company has approved 21 of these requests for a 
total of $1,169,750, an average loan being about $55, 000. 
Unfortunately the approval rate is low, but as with the De-
velopment Credit Corporation of· Maine, the rate has shown 
a def i nite upward trend during the 18 month period ending 
June 30, 1957, and during the year from July 1, 1956 to 
June 30, 1957, the Rhode Island Development Company approved 
10 loans out of 27 requests, an approval rate near 40 per 
*89, P. 8 
**78, P. 3 
*-l!*ibid., P. 3 
****89, P. 9 
cent.* As mentioned previously, the Rhode Island Develop-
ment Company has expanded its operations beyond the l ending 
field and has expended $491 , 000 toward the purchase of in-
dustrial pr operty and the financing of a survey of the in-
dustrial potential of Rhode Island . 
The New Hampshire Business Development Corporation 
has approved more than one-half of the requests that it has 
received for financial assistance. Of the 89 loan requests 
received by the corporation , 46 have been approved for a 
t otal of $1,102,800 or an average loan of near $25, 000.** 
A few typical loans that have been authorized by the New 
Hampshire Business Deve lopment Corporation are: 
On July 14, 1955, a five-year loan f or $12, 000 
was approved to ass i st a wooden case manufacturing concern 
to move i nto New Hampshire fr om out-of-state. This loan 
he lped to purchase a plant being vacated because the former 
business was moving to another locat1on in New Hampsh1re.*** 
On August 10, 1955, a $125 ,000 loan for ten years 
\'Jas authorized to an out-of-state tanning corporation that 
was moving to a northern New Hampshire town. This company 
was planning to build a new $600 ,000 plant, i nstall $250 ,000 
worth of machinery~ and empl oy between 200 and 300 pe ople . 
A first mortgage of $375,000 has been provided by New 
Hampshire banks and an insurance company and a local 
*78 , P. 3 
*~78, P. 2 
***95, P. 2 
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industri al f oundation has provided a third mortgage of 
$100, 000.* 
On October 6, 1955, a five-year loan for $5,000 
was a pproved to a forest industries corporation located in 
New Hampshire which wished to expand its operations and add 
about ten new employees.** 
On April 20, 1956, a ten-year loan for $75, 00 0 
was extended to an industrial realty company i n northern 
New Hampshi re. This loan was to help f i nance the construe-
tion of a nev.~ plant for a rubber manufacturer that was ex -
panding operat i ons and contemplated adding 150 new em-
ployees.*** 
The New Hampshire Business Development Cor poration 
claims that its loan commitments have helped to bring about 
the f ol l owing results: 
11 A yearly payroll of over $5, 000,000 
distributed in 33 New Hampshire communities. 
The building of 18 new modern industrial 
plants. The moving into New Hampshire of 
seven new ·industries. The creation of six 
new businesses in the state. 
Expansion of 22 existing industries operat i ng 
i n New Hampshi re. The enabling of seven con-
cerns t o continue operations i n the State. 
*95, P. 2 
**ibid., p. 2 
***ibid.' p. 3 
Making more secure the 2 3 000 j obs invo l ved 
in the above industries. Loans to 20 
different types of industry. Participation 
in above authorized loans of over 
$2,000,000 of first mortgage money . 11* 
The Connecticut Development Credit Corporation has 
approved 34 loans for $1, 607,900 out of 154 applications 
processed . The average loan a pproved has been near $50, 000 
by the corporation, but the approval rate i s very low, bare-
l y over 20 per cent. ** 
Complete lending operations of the various corpo-
r a t ions are summarized in Tables I through VI. 
A study conducted by the Federal Reserve Bank of 
Boston showed that loans made through June, 1954, had been 
used f or the following purpos es: 
(1) Working capital 45.1% 
(2) Purchase of e qui pment 18 .3% 
(3) Construct i on of bui ldi ngs 15.4% 
(4) Refinancing 12 . 5% 
(5) New Product Development 3. 8% 
(6 ) Aid Industrial Foundation 2.9% 
(7) Purchase of Real Estate 2.0%*** 
Most development credit cor porations have operated 
at a l oss for the first few years because organizational 
*96 , P. l 
**78, P. 4 
***34, P . 8 
TABLE I 
LENDING OPERATIONS OF THE DEVELOPMENT CREDIT 
CORPORATION OF MAINE THROUGH JUNE 30, 1957 
Formal loan applications received 
Formal applications rejected 
Loans approved 
Loans disbursed 
Loan repayrnents: 
In full 
On Outstanding loans 
Total 
Losses incurred 
Balance of loans outstanding 
Types of concerns receiving assistance: 
Entirely new businesses 
Already established in state 
Relocations from out of state 
Financial commitments other than 
l oans 
Fi nancial commitments repaid 
Number Amount 
238 $4,675,399 
167 2,795, 600 
71 1,879,799 
53 1,564,783 
30 602,728 
144,239 
746,967 
3 22,913 
794,903 
2 
45 
6 
Source: Northeastern Development Credit Corporation's 
Report, Six Months Endi ng June 30, 1957. P. 2 
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L • 7DI1TG OPERATIONS OF THE NE\v HA~1PSHIRE BUS IN SS 
DEV•LOPJVIENT CORPORATIOT THROUGH JUNE 30 1957 
•ormal loan a lications received 
Formal ap lications rejected 
Loan s a ro ed 
Loans disbu sed 
Loans repa·ments: 
In f 11 
On outstanding loans 
Total 
Losses incurred 
Ba lance of loans outst ndin 
Ty es of concerns receiving assistance: 
Entirely new bt sinesses 
Already e stablished in state 
Relocations fro o u t of state 
Fi anc ·a commitments other than 
·Loans 
Financial commitments re aid 
Number 
89 
42 
46 
40 
6 
5 
31 
10 
Amount 
$2,422 , 500 
1 ,314, 0 
, 1 ,800 
897 ,800 
79 , 000 
14 , 090 
221 , 090 
676 , 710 
Source: Northeastern Derelo ment Credit Co r oration' s 
Re ort, s·x ~1o ths Endin June 30 , 1957. P. 2 
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TABLE III 
LENDING OPERATIONS OF THE ~illSSACHUSETTS BUSINESS 
DEVELOPMENT CORPORATION THROUGH JUNE 30, 1957 
Number 
Formal l oan a pplications received 204 
Formal applicat i ons rejected 110 
Loans a pproved 94 
Loans di sbursed 62 
Loan repayments: 
In f ull 9 
On outstanding loans 
Tota l 
Losses incurred 
Ba l ance of loans outstanding 
Types of concerns rece i v i ng assistance: 
Ent i rely new businesses 4 
Already established in state 84 
Relocations from out of state 6 
Financial c ommitments ot her than 
loans 
Fi nancial commi tments repaid 
Amount 
$20,368,5UO 
6,959,000 
13,409,500 
8,123,716 
1,232,500 
1,368 ,254 
2,600,754 
5,522_,962 
Source: Northeastern Deve lopment Credit Corporation's 
Report, Six JVIonths Ending June 30, 1957. P. 3 
TABLE IV 
LENDI 'G 0 E T 
F rn 1 loan a lic at · ons rece · ved 
F r • p lications rejected 
Loans a proved 
Loan s disbur e 
Lo n re ayment s: 
In f ull 
On o tstand · n. loan. 
Tot a l 
Lo ses inc rred 
Ralance o ·stc in;: 
ISLAND 
JE ~0 , 19 7 
V LOP-
1 3 8 
Nu 1be r Amo 
18 
$5,208,500 
4 , 038 ,750 
1 69 , 750 
1 , 082 , 750 
6 
' 
63 
e ng · st c e : 
new businesses 
rest bl"shed in state 
o t o t e 
Financ i a l c on~itments other than 
1 ns 
c oJn · tentsr a 
_rort east e 
Re or- , S · 
eve o T'1ert 
M hs E ding-
2 
1 
2 
2 
1 
' 9 , ooo 
22 , o 
r ' s 
1957· P . 
13 
TABLE V 
LE r·G OPEAAT OJS 0• "'HE CONNECTICU"' UEVE P-
_E r_9_ · 1!_~o PO~A!~O~ -~~ou~ _ -~~ _ _:: __ ~'- 1 __ 57 
Formal l oan a plications rec eived 
Formal a plicat · ons r e ·ected 
Loans a proved 
Loan s disbursed 
Lo a n re ayments: 
In f'ull 
On o t tandin loans 
Total 
asses · ncurred 
Balance of' loans outstandi , 
T es of' concerns receivi ~ ssistance: 
E t"rel ne~ b s"nesses 
lr e dy established i st t e 
Re ocat ions from o st te 
F "n nc i a co "tments other than 
loans 
Financial commitments re aid 
72 
120 
34 
31 
4 
1 
1 
30 
2 
1 
Amount 
$10,7? ' 68 
8 , 892 , 368 
1 6 7 , 900 
1 ,3 0 ,900 
12 , ooo 
309 , 669 
~,-6 9 
7,536 
8 3 , 695 
7 , 6 5 
2 ' 0 0 
So rce: orthea stern Development Credi t Co r oration ' s 
Rep ort, Six Months Endin g June 30 , 1957 . P . 4 
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TARLE VI 
TOTAL LE IJG OPER TIONS OF THE FI VE ACT IV " NEW 
EJGLAND DEVELOP:tvEN"' CREDIT CORPORATIONS THROUGH 
__________ -----~~~E-~~ '--~957_ _ __ _ __ _ 
For loan a pl ·.c a tions received 
Formal licat · ons rejected 
Loans appror d 
Lo c s end·ng June 30 , 957 
oans disbursed 
Loans approved but not disbursed, 
J ne 30 , 1957 
Loa n re a. ents: 
In :fu 1 
On outstandin loa ns 
Tot 1 
Losses incurred 
l a nce of' 1o ns o tst·nding 
Type s of' concerns receiving assistance: 
Entirel new busi esses 
A1read esta lisb~ed in state 
Re ~ o cations :from out of state 
Fine cial com . ments other than lo ns 
Fi ancia l c o mitments re a id 
N ber 
799 
5 4 
266 
9 
204 
62 
50 
4 
14 
207 
2L 
4 
2 
mou t 
----
$43 , 47 , 667 
24,000 , /.f, 
19, 6 ' 71 9 
304 , 
12 , 969,949 
6, 99 , 800 
2 , 064 , 2 2 8 
2 , 416 , 839 
-~li8 - ,-667 
40 449 
8 ' 4/.f-8 ' 4 3 3 
538 , 625 
2 5 , 0 
Sot rce: I n:formation com i 1 ed from Northeastern Develo ment 
Cr edit Cor orat i on 's Re ort , S ix Months Ending 
June 3 0 , 1957. PP. 1-4 
expenses are large and because it takes t i me to build up a 
sizable volume of income from i nterest on loans . Each New 
England Development Credi t Cor porati on, with the exception 
of the Connect i cut corporation, is required by charter to 
set aside as a surp lus not l ess than 10 per cent of i ts net 
earnings every year until such surplus along with any paid-
in surplus amounts to one-half of the amount of capital 
stock outstanding . Sect i on 7 of the charter of the Connect-
icut Development Credit Corporation states: 
11 Said corporation shall set apart as an 
earned surplus all of its net earnings in 
each and every year until such earned surplus 
shal l equal the total of the paid-i n capita l 
and paid-in surplus then outstanding. Sai d 
earned surplus shall be held i n cash or i nvested 
in United States Government bonds~ and shall 
be kept and used t o meet losses and con-
tingenc i es of the corporation .... n* 
Each corporation is required to rebuild i ts earned 
surplus i n the same manner that i t is accumulated~ whenever 
the earned surplus becomes impaired. 
Some question has been i n j ected as to the legality 
of accumulating such large reserves because of the Federa l 
income tax problem. A spec i al tax committee of the North-
eastern Conference of Development Credit Corporations~ 
*69, P. 4 
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representing the New England corporations and the Develop -
ment Credit Corporation of New York, has a pproved filing of 
a bill in Congress to permit development credit c or porati ons 
to set aside a reserve for bad debts similar to that in ef-
fect for mutual savi ngs banks. This would allow the corpo-
rations to establish reserves up to 20 per cent of outstand-
ing loans. The fil i ng of this pil l has been deferred while 
a Presidential sub-cabinet committee is studying Federal 
assistance to development credi t corporations, including 
special tax treatment.* 
*96, P . l 
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SUMMARY AND CONCLUSIONS 
Although the development credit corporations in 
New England have only been in existence a relatively few 
years, they are now beyond the experimental stage, and many 
authorities believe that this novel method of financing has 
already achieved sufficient growth to indicate that it has 
an important and lasting place in the economy. 
The spread of the development credit corporation 
idea has been notable in the past few years. Besides the 
five active corporations in New England, development credit 
corporations are now active in New York and North Carolina 
and have been authorized but are not currently engaged in 
lending operations in Arkansas, Georgia, Michigan, South 
Dakota, Wisconsin and Vermont. Seven other states are now 
considering specific legislative proposals for establish-
ment of development credit corporations: Florida, Minne-
sota, Mississippi, Montana, New Jersey, South Carolina and 
West Virginia. In addition, six other states are consider-
ing formation of such corporations, but the proposals have 
not yet reached the legislative stage. These are Arizona, 
Illinois, New Mexico, Oregon, Virginia and Washington. 
Kansas has a corporation v~hich is on a regional basis, and 
Pennsylvania has a credit corporation which differs from 
the others in that it uses State rather than private funds.* 
*67, PP. 37-38 · 
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The development credit corporations in New England 
have grown up together with the Small Business Administra-
tion. Neither considers the other a direct competitor. In 
New England, the Small Business Administration has been a 
recourse for wholesalers, retailers, etc., who at present 
have not been able to borrow from the development credit 
corporations. For example, in 1956, the Small Business Ad-
ministration approved 157 loans for $5,619,038 in the five 
New England States having active development corporations, 
while the corporations themselves in this same period ap-
) 
proved 62 loans for $5,437,850. State by State comparisons 
may be of interest. In Maine, the S.B.A. approved 19 loans 
for $506 ,200 in 1956, while the Development Credit Corpora-
tion of Maine approved eight loans for $312,000; in New 
Hampshire, the S.B.A. approved nine loans for $436,000,while 
the N.H.B .D.C. approved eleven loans for $357,000; in Rhode 
Island, the S.B.A. approved thirteen loans for $340,200 and 
the R.I.D.C. seven loans .for $227 ,250; in Massachusetts, 
the S.B.A. approved 94 loans for $3,585,725 and the M.B .D.C. 
24 for $4,085,000; and in Connecticut, the S.B.A. approved 
22 loans in the amount of $754,913,while the C.D.C.C. ap-
proved twelve loans for $456,600 . As can be seen, there is 
considerable State by State similarity in number and dollar 
amounts of loans. Ho·wever, the 157 loans made by the S. B.A. 
represent only 5.5% of the national total for 1956, while 
the $5,619,038 is only 4.5% of the total amount loaned. 
There are some outstanding differences in the 
operation of the Small Business Administration in comparison 
with the development credit corporations. The Government 
agency has established a maximum loan limit of $250,000 to 
any one borrower, whereas most development corporations 
have not established a specific loan limit. In fact, the 
Massachusetts Business Development Corporation has made a 
number of loans approaching the $1 million mark. The Small 
Business Administration does not like second mortgages as 
collateral for loans; the development corporations do. Of 
course, the Small Business Administration cannot ethically 
loan funds to finance a state-to-state transf er for a small 
business firm. The Small Business Administration prefers to 
lend to established firms, while the development corpora-
tions can and have extended financial assistance to new 
businesses in need of aid to begin operations. The most out-
standing difference arises in cost of operation. For the 
fiscal year 1957, the Small Business Administration showed a 
net loss of $5,066,713.76 not including non-lending operating 
costs of $1,850,229. 93, ~-Jhereas all development corporations 
showed operating profits. The development corporations have 
been able to operate at an expense ratio inconceivable to 
any conventional corporation. The staffs are small, and 
the directors are willing to devote their services without 
compensation as a matter of broad public policy. Most 
directors are ranking of f icers in conventional financia l 
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institutions, and they bring to the development credit corpo-
rations a wide experience in screening loan applications. 
The capitalization ratios of the development credit 
corporations would be unthinkable in a conventional corpora-
tion. The debt/equity ratio of the Massachusetts Business 
Development Corporation is 8 to 1, and the ratio runs as 
high as 12 to 1 in some states. These capitalization ratios 
have allowed the corporations to borrow large sums from 
their members and have allowed a substantial leverage for 
earnings. Fortunately, the development corporations have 
been operating in a period of rising economy, have been able 
to accumulate some loss reserves, and have somewhat lessened 
the dangerous reverse leverage effects the capital struc-
tures allow. 
Certain lending policies appear to have developed 
from the lending experience of the corporations. 
No loans are made to concerns who can reasonably 
obtain financing from regular financial sources. Many loan 
applicants have been directed to the corporations by commer-
cial banks who feel that the applicant is worthy of finan-
cial assistance, but normal bank financing is not practi-
cable. In many cases banks have taken token positions prior 
to the corporations, and in some cases the information ob-
tained by the corporations in their investigations shows 
that the applicant is eligible to obtain financing through 
normal channels. 
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No restrictions have been placed on the type of 
industry to which loans will be made, although practically 
all loans have been made to manufacturing concerns or local 
industrial development groups. Loans of this type tend to 
encourage greater employment than would an equivalent loan 
to a retailer or a wholesaler. However, manufacturing con-
cerns are more closely tied to cyclical swings in the eco-
nomy and the policy of concentrating loans in the manufac-
turing area has its dangers. If the present late 1957 -
early 1958 downturn in the economy should continue for a 
prolonged period, it is possible that the development corpo-
rations would find many of their loans delinquent or de-
f aulted. Losses so far have been moderate, and as the 
corporations strengthen their financial positions, it is 
quite possible they will expand their lending operations 
beyond the manufacturing area. 
Most loans have been confined to companies or in-
individuals who have already demonstrated their business 
abil i ty and who a ff ord reasonable probability of eventual 
repayment. A number of loans have been made, however, to 
new businesses just beginning operations, and this type of 
activity may increase as the corporations strengthen their 
reserves. 
Although the development credit cor porations have 
eased the long -term loan fund problem for many small busi-
ness firms, they have done little to furnish equity capital 
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which is possible under the charters. The basic reason why 
such action has not been taken is that in most cases over 
90 per cent of the funds available to the development corpo-
rations is derived by borrowing from member financial in-
stitutions. These loans must be paid at some future time 
which would hardly be possible if the funds were tied up 
in equities with a very limited and uncertain market. 
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